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SECTION I 
INTRODUCTION AND EXECUTIVE SUMMARY 

1.1 Introduction 

Arizona Public Service Company (“APS” or “Company”) welcomes the opportunity to 
respond to the thoughtful and far-ranging questions posed by all three Commissioners on electric 
policy issues. In its consolidated response to these questions, the Company has organized the 
questions by author rather than by topic. Although this necessarily results in some overlap, it 
should make the responses easier to follow and allow the reader to better focus on a particular 
question or group of questions. An executive summary with the Company’s recommendations, 
as well as appendices with supporting documentation, are included for the convenience of the 
reader. 

Before reaching the substance of the Company’s responses, some background on the 
Commission’s restructuring efforts to date is appropriate. This background should serve as a 
reminder of how far the stakeholders have come to reach the present circumstances. 

The Commission first opened an investigation on retail electric competition in 1994. By 
1996, the Commission issued its first proposed electric competition rules. After numerous public 
meetings and volumes of written comments, these rules were adopted by the Commission in 
Decision No. 59943 (December 26, 1996). As originally enacted, these electric competition rules 
did not contain many of the provisions now claimed by some parties to be “cornerstones” of 
restructuring. For example, there was no required separation of competitive and non-competitive 
electric services, no code of conduct requirement, no competitive bidding or market acquisition 
requirements of any kind, and no divestiture. Under these first rules, retail open access was to 
begin in phases starting in 1999. 

1994 
Generic 

Investigation Competition Competition 

911 999 
Current 

Competition 
Rules 

Igg7 Lgg8 1995 1996 /“- \ 9 9  -\ 2000 2001 

Electric Competition 
Rules Timeline 

611 998 
Generic 

Stranded 
Cost Order 

1211 998 

Competition 
Rules 

1011 999 

Settlement 
Agreement 

The 1996 electric competition rules were challenged by virtually all of the incumbent 
electric public service corporations, including the Company. However, no independent power 
producer (“IPP”) or competitive retail electric service provider (“ESP”) challenged these rules, 
despite the failure of these rules to address the issues mentioned above. The 1996 electric 
competition rules remained in place until 1998, when the Commission decided to reopen them. 
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In July of 1998, a new set of electric competition rules was proposed and later adopted on 
an interim basis in Decision No. 61071 (August 10, 1998). These new rules, which were 
finalized on a “permanent” basis late in the evening of December 3 1, 1998, added the mandatory 
divestiture requirement for the first time but still made no mention of competitive bidding for 
Standard Offer Service. They also did away with the Solar Portfolio Standard, which was the 
predecessor of the current Environmental Portfolio Standard. These electric competition rules 
lasted only six days before they were stayed by the Commission pending yet another rulemaking 
process. 

It was this latter process that culminated in the present version of the Electric 
Competition Rules. First proposed in April 1999, these rules were adopted in Decision No. 
61969 (September 29, 1999). As proposed, there still was no competitive bidding requirement 
for Standard Offer Service, but one was added-primarily at the urging of Enron and 
Commonwealth, which were two ESPs involved in the rulemaking-in the form of Rule 1606(B) 
during the Commission’s Open Meeting deliberations on this latest version of the rules. 

The end of 1998 also saw the first attempt to resolve a series of outstanding restructuring 
issues through negotiation and settlement. In November of that year, APS entered into a three- 
way settlement agreement with Commission Staff and Tucson Electric Power Company (“TEP”). 
APS would be permitted to retain its generation despite the new electric competition rules (and 
even acquire some of TEP’s generation) but would divest most of its high voltage transmission 
system to TEP. Neither utility had to write-off any stranded costs. 

The 1998 APS-TEP-Staff settlement was appealed to the courts even before the 
Commission could hear it, and it quickly died. The Commission asked APS and TEP to meet 
with affected customer groups and try to negotiate new settlement agreements having even more 
broad-based support. This was done, and on May 14, 1999, APS and all of its major consumer 
groups filed what is still referred to as the 1999 APS Settlement. 

The 1999 APS Settlement called for numerous additional concessions from APS. 
Although the Commission in the 1998 electric competition rules-and also in the version of 
those rules then under consideration by the Commission-as well as in Decision No. 60977 
(June 22, 1998)c‘Generic Stranded Costs Order”), had assured utilities of full stranded cost 
recovery, APS agreed to a $234 million write-off of stranded costs and to a series of five rate 
reductions for both Standard Offer and Direct Access customers of APS. APS also agreed, 
absent emergency circumstances, not to seek any rate increases prior to mid-2004 and to forego 
recovery of any increased purchased power costs incurred until after mid-2004. And, despite 
assurances in Decision No. 60977 that APS would receive full recovery of the significant costs 
of asset divestiture, APS agreed to give up a third of such recovery. Finally, APS agreed to a 
code of conduct even more restrictive than required under the current Electric Competition 
Rules. In return, Pinnacle West Capital Corporation (“PWCC”), but not APS, received a partial 
waiver of some of the Affiliate Rules (A.A.C. R14-2-801 to -806), and APS received the right to 
divest its generation assets to a newly created PWCC subsidiary, Pinnacle West Energy 
Corporation (“PWEC”). 

2 
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The 1999 APS Settlement was approved by Commission Decision No. 61973 (October 6 ,  
1999). It later was upheld as lawful and binding by the Arizona Court of Appeals in actions 
brought both by Enron and the Arizona Consumers Council. During the pendency of this 
litigation, APS dutifully wrote-off $234 million of what the Commission had already determined 
to be prudently-incurred costs, and decreased its rates in 1999, 2000, and 2001 by some $1 19 
million. It spent literally tens of millions of additional dollars to comply with the Electric 
Competition Rules, including the divestiture requirement. Tens of thousands of man-hours were 
also devoted to these tasks. To meet APS’ growing electric load and to ensure reliability for 
APS Standard Offer customers, PWEC began construction of approximately 1,800 MW of new 
generation in the Phoenix area, some of which has already been completed and placed into 
service for the benefit of APS customers.’ To obtain permanent financing for the over $1 billion 
in new PWEC investment, PWEC relied on the Commission’s assurance that PWEC would 
receive the existing APS generation assets, with PWCC providing only temporary funding in the 
interim through a series of short-term bridge loans. And, despite the opportunity to sell the 
output in the lucrative California market, it was held back for future use by APS customers. 

e 

The California energy crisis during 2000 led APS to re-evaluate the wisdom of going to 
the volatile wholesale market for the quantities of power envisioned by Rule 1606(B). This was 
especially true when the winter of 2000-2001 did not suggest any end in sight to the instability 
that had begun the previous spring. Skyrocketing and volatile wholesale prices also made it 
impractical for ESPs to compete in Arizona against fixed or declining Standard Offer rates. The 
demise of retail competition in California and Nevada, and its delay in New Mexico, reduced 
Arizona to a “stand-alone” play for ESPs in the Desert Southwest, and many left the state or 
went out of business. 

0 
Faced with the need to secure large amounts of power at reasonable, stable and 

predictable prices in order to preserve Standard Offer Service as a safety net for customers 
unwilling or now potentially unable to take advantage of Direct Access, APS turned to an entity 
that had proven capable and willing to assure reliable supply for APS’ Standard Offer 
customers-PWCC. Eventually, a long-term purchase power agreement was negotiated with 
PWCC whereby PWCC, using PWEC’s assets, was able to offer APS a secure and diverse 
portfolio of power at essentially cost-of-service prices. This agreement necessitated that APS 
seek a partial variance to Rule 1606(B). In APS’ view, the partial variance request is well within 
the intent of the Electric Competition Rules and is not a request to change the 1999 APS 
Settlement Agreement-an agreement that has already produced significant benefits for Arizona 
and should continue to be honored. 

This capacity figure does not include temporary generation installed in the Summer of 2001 by 1 

PWEC at a cost of $30 million. 
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1.2 Executive Summary 

Addressing the Commissioners’ questions necessarily requires a lengthy response, and 
APS has attempted to respond to each question with enough detail to be informative and present 
the Company’s position on issues raised by the question. However, the essential points in the 
Company’s responses can be distilled to the following: 

e The current Electric Competition Rules represent, on the whole, a balanced and 
workable framework for the introduction of retail electric competition and do not 
require drastic changes at the present time. However, the Electric Competition Rules 
do not address supply reliability, which is a critical component of the ability of Utility 
Distribution Companies (“UDCs”) to provide service to their customers. 

That said, there are of course minor changes that would improve the regulatory 
treatment of the competitive retail market for the Company, its customers, and its 
competitors and that would remove uncertainty about the legality of the Electric 
Competition Rules. 

The Western wholesale electric market has proven to be very volatile and at the 
moment lacks long-term predictability regarding price, has insufficient price 
transparency, and imposes no responsibility for reliability. This wholesale market is 
subject to exclusive and extensive federal regulation and jurisdiction and thus the 
direct impact of the Commission on such markets is necessarily more limited than in 
the retail competitive marketplace. 

Properly designed Regional Transmission Organizations (“RTOs”), such as 
WestConnect RTO, L.L.C. (“WestConnect”), of sufficient scope or with effective 
seams policies will provide necessary additional structure and enhance the 
competitive generation market. 

The Commission should focus on the long-term development of the retail competitive 
market, and recognize that risk-free competitive choice is unrealistic. The consumer’s 
right to choose carries with it the possibility of making a poor choice. 

APS’ Request for a Partial Variance and the approval of the Purchase Power 
Agreement with PWCC, pending in Docket No. E-01 345A-01-0822, represents a 
balanced and reasonable means of providing significant protection to Standard Offer 
customers, provides a needed transition period for wholesale market development, 
and does not affect customers’ ability to select alternative competitive suppliers. 

4 
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1.3 APS’ Recommendations to the Commission 

Although APS is aware that Staff will prepare a report based on the responses received 
fiom interested parties to this docket, APS nonetheless offers several recommendations to the 
Commission in proceeding forward with this investigation: 

e 

e 

e 

e 

0 

e 

e 

0 

0 

Keep the existing framework for the Electric Competition Rules and make 
modifications to such Rules on the margin or through individual variance requests, as 
appropriate. 

Remedy the legal issues raised by Judge Campbell’s ruling in the consolidated 
Electric Competition Rules litigation now pending in the Court of Appeals. 

Maintain reasonably-priced and reliable Standard Offer Service and the financial 
viability of those UDCs that provide such service. 

Provide strong regulatory support for the formation of RTOs, such as WestConnect, 
that recognize regional market differences, appropriately defer to state autonomy, and 
comply with the Federal Energy Regulatory Commission’s (“FERC”) requirements 
for RTOs. 

Establish regular panel presentations by industry participants on topics of interest and 
significance to the Commission’s regulation of the electric utility industry, such as 
federal legislation (including facilities siting and federal tax initiatives), RTOs, and 
new technology. 

Clearly define the essential planning responsibilities of the provider of last resort for 
both transmission and generation resources. 

Conduct a rulemaking on facilities siting to review and properly codify permissible 
practices to increase the predictability and efficiency of such proceedings. 

Streamline and reduce transaction costs of all regulatory processes, but especially 
those that affect competitive services and competitive service providers. 

Coordinate regulatory efforts with the legislature regarding public power. 

Promptly approve APS’ Request for a Partial Variance and approve the proposed 
PPA with PWCC. 
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PRODUCT OR SERVICE 

SECTION I1 
CHAIRMAN MUNDELL’S JANUARY 14,2002 LETTER 

ASSUMED DEFINITION 

2.1 Identification of Competitive Products 

IS RETAIL COMPETITION 
POSSIBLE NOW? 

Yes, collectively for 
small customers and 
individually for very 
large customers. 

A. What are the possible goods and services traditionally provided by the electric 
utility for which retail competition is possible? You may address the following 
categories of goods and services: 

IS RETAIL COMPETITION 
POSSIBLE IN THE 

FUTURE? 

Yes, collectively for 
small customers and 
individually for very 
large customers. 

(1) generation, including baseload, intermediate and peaking power; green 
power; distributed generation; firm and nonfirm power; long- and short- 
term contracts; backup and coordination services; 

1. Generation 
Baseload, 

intermediate and 
peaking power 

(2) distribution services, including ownership, construction, maintenance 
and repair of the physical lines; metering ownership, installation, 
reading and data analysis; and the process of planning for and 
negotiating with distributed generators; 

Baseload power is generated by units 
designed to serve load on an around-the- 
clock basis. Peaking power is generated 
by units designed to operate only during 
periods of highest daily, weekly or 
seasonal load. Intermediate power is 
generated by units designed to operate 
for periods longer than peaking units but 
shorter than baseload units. 

(3) aggregation services, such as load profiling; load planning; customer 
services; data analysis; billing; generation planning; power supply 
acquisition; demand side management, energy efficiency and other 
services relating to matching supply and demand. 

Responses to these questions are provided in tabular format at Table 2.1A, below. Note 
that for many aggregation services for which retail competition is possible now, the ability of a 
consumer to actually choose the product may be limited. For example, while billing is a 
competitive service, the customer’s ESP will in most cases dictate what billing provider is used 
and how billing and other competitive services are provided along with the commodity 
component. 

6 
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No, because 
distribution system 

planner must account 
for these installations 
in planning distribution 

wires system. 

No, because 
distribution system 

planner must account 
for these installations 
in planning distributior 

wires system. 

The process of estimating a customer’s 
hourly energy consumption based on 
measurements of similar customers. 

No, but the use of No, but the use of 
load profiling load profiling 

facilitates retail access facilitates retail acces: 
for small customers. for small customers. 

PRODUCT OR SERVICE ASSUMED DEFINITION IS RETAIL COMPETITION 
POSSIBLE NOW? 

IS RETAIL COMPETITION 
POSSIBLE IN THE 

FUTURE? 
Yes Yes Power supplied from renewable energy 

sources. 

The use of small generation units (utility 
or end-user owned) at diverse locations 
on the distribution system. 

Green power 

Yes Yes Distributed generation 

Firm and non-firm 
power 

Firm power is purchased under a contraci 
that makes the capacity essentially 
available at all times; non-firm power is 
capacity that is not available at all times. customers. small customers. 

_____ 

Long- and short-term 
contracts 

Yes 

Yes 

Yes 

Yes 

Long-term contracts are purchase power 
contracts with a duration generally of a 
year or longer. Short-term contracts 
generally have a duration of up to one 
year. 
Power supply provided to replace the 
generation owned by an end-user when 
that generation is on a forced or 
scheduled outage. 

Backup services 

~~ ~ 

Services provided by scheduling 
coordinators giving advanced notice to 
the system operator of the expected load 
level for the scheduler’s clients. 

Yes Yes Coordination services 

2. Distribution 
Services 

Distribution lines No No 3wnership, construction, maintenance 
and repair of facilities to deliver power at 
jistribution voltage levels. 

Metering Dwnership, installation, reading and 
maintenance of end-user metering as 
Nell as the analysis of meter reading 
jata. circumstances. 
Self-explanatory Planning for and 

negotiating with 
distributed generators 

3. Aggregation 
Services (supplied to 
ESP, not end-user) 

Load profiling 

7 
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PRODUCT OR SERVICE ASSUMED DEFINITION 

Load planning Planning to meet load growth on the 
transmission or distribution systems. 

Customer services Customer account maintenance and call 
center for customer contact regarding 
account. 

Data analysis 

Billing 

Generation planning 

land level of electricity demand. 
IPrograms that are aimed at reducing the Energy efficiency 

Analysis of consumption data to 
determine end-user usage patterns. 

The process of creating a bill or invoice 
for end-user consumption. 

Planning generation additions to meet 
end-user demand on the system. 

IS RETAIL COMPETITION 
POSSIBLE NOW? 

Power supply 
acquisition 

No 

Yes 

Negotiation for and procurement of 
power supply by an ESP to meet its 
aggregated, end-user demand. 

Yes 

~ 

Demand side 
management 

Yes 

No 

The planning, implementation and 
monitoring of utility activities designed to 
encourage consumers to modify patterns 
of electricity usage, including the timing 

Yes 

energy used by specific end-use devices 
and systems, typically without affecting 
the services provided. These programs 
reduce overall electricity consumption, 
often without explicit consideration for the 
timing of program-induced savings. Such 
savings are generally achieved by 
substituting technically more advanced 
equipment to produce the same level of 
end-use services (e.g., lighting, heating, 
motor drive) with less electricity. 

Yes 

to matching supply refers to such things as ancillary services 
and demand and must-run generation. 

Yes 

be supplied 
competitively; must- 

run generation cannot. 

IS RETAIL COMPETITION 
POSSIBLE IN THE 

FUTURE? 
No 

Yes 

Yes 

Yes 

No 

Yes 

Yes 

Yes 

be supplied 
competitively; must- 

*un generation cannot 
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PRODUCT OR SERVICE WHAT ARE THE POTENTIAL PRICE BENEFITS? 

1 .  Generation 
Baseload, intermediate and Competition may drive prices to a level 

B. For each good or service for which competition is possible, what are the 
possible benefits of competition for each good and service? 

DO THE POTENTIAL PRICE BENEFITS 
DIFFER IN THE SHORT-TERM AND LONG- 

TERM? 

These benefits may grow over time 

1. What are the potential price benefits? 

Ivolatility, at least in the short run. 

Green power Minor or negative initially but there may be 
benefits as technologies mature and 
become more price-competitive with 
traditional power sources. 

2. Do the potential price benefits differ in the short-term and long-term? 

are employed in operating existing 
units. 

Prices for green power may decrease 
over time as a result of competition 
and technological advances. 

Responses to these questions are provided in tabular format in Table 2.1B, below. 

Over time, the use of distributed 
generation may eliminate some 
generation, transmission and distribution 
losses and the need for some transmission 
and/or distribution plant investment and 
expenses. 
Some end-users will be able to use non- 
firm power, which the market should make 
available at a lower price than firm power. 
In addition, some end-users could be able 
to sign firm contracts for an extended 
period of time at prices lower than those 
that prevail in a series of shorter term 
contracts. This should lead to greater use 
of demand-side resources for example, for 
reserve requirements. 

Should depend on circumstances. 

Not for the large industrial customers 
who already have non-firm service 
available. Yes for other customers 
but the market must mature in this 
area. Market participants can be 
expected to develop new packages o 
firm and non-firm power for these 
customers. 

peaking power equal to the marginal cost of the marginal as new, more efficient entrants enter 
provider but may also introduce price I the marketplace and new methods 

Distributed generation 

Firm and non-firm power 
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assume. 
Prices for the provision of this service 
could be market-determined and better 
reflect the cost to society of providing the 
service. Note that consumers may, in 
some cases, choose to self supply backup 

PRODUCT OR SERVICE 

Prices for these services should 
decrease over time as existing 
providers gain experience and new 
providers enter the market. 

.ong- and short-term contracts 

services. 
Competition should drive prices to a level 
equal to the marginal cost of the marginal 
provider. 

tackup services 

Prices for these services should 
decrease over time as existing 
providers gain experience and new 
providers and new technologies enter 
the market. 

:oordination services 

!. Distribution Services 
Iistribution lines Not competitive. 
Aetering The market should bring forth cost- 

effective new technologies for measuring 
end-user consumption, although transition 
costs will be required. In addition, the 
time-differentiated cost of the provision of 
electric service will ultimately require time- 
differentiated metering and more rational 
pricing. 
Not competitive. 'lanning for and negotiating 

vith distributed generators 

WHAT ARE THE POTENTIAL PRICE BENEFITS? 

Not competitive. 
Yes. Because of the large installed 
base of traditional watt-hour meters, 
benefits will develop over time. 

Not competitive. 

DO THE POTENTIAL PRICE BENEFITS 
DIFFER IN THE SHORT-TERM AND LONG- 

TERM? 

b. Aggregation Services 
-oad profiling Not competitive. 

Price benefits should increase over 
time as the market matures and price 
differentiation between specific 
contract lengths progresses. 

Not competitive. 
-oad planning 
hstomer services 

Not competitive. Not competitive. 
New providers may enter the market 
(credit card companies, telecom- 
munications companies, others) bringing 

Yes, most of the price benefits shoulc 
occur in the longer term after scale 
and scope economies have been 

lata analysis 
economies of scale and scope to bear. - 
Better information regarding usage 

reached. 
Yes, most of the price benefits shoulc 

patterns should lead to more rational 
pricing for those customers not taking 
service on a time-differentiated basis. 

occur in the longer term after 
providers of the service have more 
experience in predicting usage 

10 
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PRODUCT OR SERVICE 

3illing 

;eneration planning 
'ower supply acquisition 

3emand side management 

inergy efficiency 

3ther services relating to 
matching supply and demand 

WHAT ARE THE POTENTIAL PRICE BENEFITS? 

New providers may enter the market 
[credit card companies, telecom- 
munications companies, others) bringing 
economies of scale and scope to bear. 
Not comDetitive. 
Competition can be expected to weed out 
inefficient ESP negotiators resulting in 
lower prices to end-users. 

Off-peak usage should be rewarded with 
lower prices that reflect marginal cost. This 
should also put upward pressure on on- 
peak prices to reflect marginal cost. 
Pricing should better reflect cost in the 
longer term and lead to more efficient use 
of electricity. Reduced overall demand 
levels should lead to lower investment in 
creneration. 
Given an adequate number of competitors, 
competition between them should drive 
prices for these programs to a level equal 
to the marginal cost of the marginal 
provider. Competition should force 
providers to operate in the most efficient 
manner possible. In combination, these 
two factors should yield lower prices for 
the programs and increased energy 
savings for consumers. 

As new generation is built, a competitive 
market for ancillary services should 
develop. 

DO THE POTENTIAL PRICE BENEFITS 
DIFFER IN THE SHORT-TERM AND LONG- 

TERM? 
Yes, most of the price benefits shoulc 
xcur  in the longer term after scale 
mdscopeeconomieshave been 
reached. 
Not competitive. 
Most of the price benefits should 
xcur  in the longer term after 
inefficient ESPs have been removed 
From the marketplace. 

While there may be short-term price 
benefits to some consumers (and 
sosts to others), long-term benefits 
should be greater as demand 
responds to market price signals. 

Benefits will probably be greater in 
the long-term as consumers respond 
to price signals and the market 
develops more energy-saving 
programs. 

Benefits will probably be greater in 
the long term as the competitive 
market develops. 

3. 

Please see Table 2.1C, below. 

What are the potential non-price benefit? 

4. Are there any other potential benefits (e.g., environmental, energy 
security, etc.) ? 

Please see Table 2.1 C, below. 
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WHAT ARE THE POTENTIAL NON-PRICE 
BENEFITS? 

PRODUCT OR SERVICE ARE THERE ANY OTHER POTENTIAL 
BENEFITS (E.G., ENVIRONMENTAL, 

ENERGY SECURITY, ETC.)? 

. Generation 
Diversity of suppliers, but may or 
may not have the opposite effect on 
diversity of technology and 

laseload, intermediate and peaking 
power 

Energy security may increase if supply 
diversifies geographically and 
technologically. New types of 

Green power Reduction in reliance on 

Distributed generation 

and increased efficiencies. 
Reduction of air emissions, water 

Firm and non-firm power 

conventional generation. Diversity 
of supply sources. 

Long- and short-term contracts 

consumption and waste disposal 
issues associated with non-renewable 
generation. In addition, energy 
security may increase as supply 
diversifies geographically and 

Backup services 

satisfaction and security of supply 
or power quality. 

Coordination services 

positive or negative, depending upon 
the relationship between the 
comparative pollution levels and 
locations of distributed generation and 
central station units. However, 
environmental concerns are likely to 
be addressed in permitting processes. 
Energy security may increase as 
supply diversifies geographically and 
technologically, but there may be 
increased reliability concerns 
associated with interconnecting 
distributed aeneration. 

Customer satisfaction will increase 
overall as risk preferences are more 
nearly matched to product offerings. 
More efficient use of generation 
units should also result. 

Increase in consumer welfare from 
more nearly matching risk 
preferences to service options. 
Increased customer satisfaction and 
market efficiency. 
Elimination of possible subsidization 
of this service by other customers. 
Customer services for special 
reliability requirements. 

Firm contracts for extended periods 
represent secure energy supply. 
Provides the opportunity to introduce 
demand side resources as well as 
supply-side resources to the market 
equation. 

A more diversified portfolio of product 
offerings may lead to new 
opportunities to create value. 

Improved efficiency in customers’ 
selection of self-generation, power 
supply and backup services, and 
pressure to increase the pace of 
technological advances. 

geographical diversity. products and technologies may be 
introduced which may offer, among 
other thinas, environmental benefits 

Itechnologically. 
IEnvironmental effects could be Increased levels of customer 

Better matching of demand with 
supply options. 
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PRODUCT OR SERVICE WHAT ARE THE POTENTIAL NON-PRICE 
BENEFITS? 

2. Distribution Services 
Distribution lines Not competitive. 

Metering Opportunities for bundling product 
offerings and accelerated 
introduction of new techniques and 
technologies for measuring 
consumption and for monitoring 
equipment operation and demand 
management. 
Not competitive. Planning for and negotiating with 

distributed generators 

ARE THERE ANY OTHER POTENTIAL 
BENEFITS (E.G., ENVIRONMENTAL, 

ENERGY SECURITY, ETC.)? 

Not competitive. 
Opportunities to integrate energy 
management services with metering 
technologies will be accelerated. 

Not competitive. 

3. Aggregation Services 
Load profiling Not Competitive. 

Load planning Not competitive. 
Customer services Non-traditional sources will bring 

new technology to the provision of 
this service. 

2.2 Determination of Feasibilitv of Competition 

Not competitive. 

Not Competitive. 
Provide new opportunities for product 
bundling. 

A. Are the product and geographic markets for the good or service conducive to 
effective competition or manipulation by a single entity? For example- 

Data analysis 
Billing 

Generation planning 
Power supply acquisition 

Demand side management 

Energy efficiency 

Other services relating to matching 
supply and demand 

1. Are there economies of scale which make it most efficient for the service 
to be provided by a single company? 

Non-traditional sources will bring Unknown. 
new technology to the provision of 
these services. 
Not competitive. Not competitive. 

More opportunities for customer Better DSM product offerings, better 
preferences to match with product match to consumer preferences. Likely 
offerings. Fewer power plants and to lead to lower power plant emissions 
transmission lines constructed (fewer plants). 
because of reduced peak demand. 

Increased customer satisfaction. Likely to lead to lower power plant 
emissions. 

There are scale economies when increasing inputs leads to a greater than proportional 
increase in output. Alternatively, scale economies exist if additional output produces 
lower per-unit costs. For example, scale economies may arise when a relatively fixed cost 
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in the production process gets spread over more and more units as output increases. In 
such cases, each additional unit produced lowers the average cost for all units. 

In some circumstances, a monopoly can be the most economically efficient way to 
structure a particular market. A natural monopoly exists when it is cheaper for one firm 
to produce any quantity of a good than it would be for two (smaller) firms to produce that 
same quantity of the good. Firms and processes can display scale economies without 
demonstrating natural monopoly characteristics. 

There are a number of processes that display natural monopoly characteristics. For 
example, the transmission function involves building and maintaining physical wires 
from generators to load centers. While it may be physically possible to run two sets of 
wires from each unit to each load center, it is generally inefficient to do so. System 
operation or control area operation also demonstrates natural monopoly characteristics. 
For the overall electricity system to be stable, it is necessary to keep supply and demand 
in tight balance on a moment-to-moment basis. This must be done by one entity rather 
than relying on individual generators or suppliers to take care of the balance themselves. 
This is one reason why a strong system operator is necessary. 

The following discussion addresses the scale economies and monopoly characteristics 
of the products and services enumerated in the response to Question 2.1A. Some of the 
products and services are likely to display significant scale economies, while other 
services are likely only to display constant returns to scale-that is, increases in output 
that are proportional to increases in inputs. Still other functions in the industry 
demonstrate natural monopoly characteristics. 

Generation services as a whole are not likely to have significant scale economies. 
While a single generating plant may show some scale economies, a firm with a number of 
plants, or a geographic market area is likely to have a much flatter cost curve and likely 
will demonstrate constant returns to scale. 

0 The degree of scale economy may vary across the type of generation service- 
baseload, cycling, and peaking-but it is unlikely to be significant at the market 
level. Because peaking units are in demand less often and at uncertain times, they 
may be able to demand a premium when there is a supply shortage, but there is no 
cost characteristic that would lead to scale economies. 

0 Since it is unlikely that there would be significant scale economies in generation, 
there should be no scale economies of production based on the length or firmness 
of contracts offered by firms who are providing generation. There may be price 
benefits from longer and firmer agreements. 

0 The market for providing distributed generation equipment is a national market. 
Consequently, the market for this equipment is likely to display constant returns- 
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to-scale. Distributed generation is likely to be uneconomic for very small sized 
applications. However, larger electricity users may find it economic. 

0 Because green power may involve some non-conventional technologies, such as 
geothermal, wind or solar power, there may be acquired knowledge or experience 
that reduces costs as output increases. There may also be scale economies due to 
economies of interconnection. For example, it is cheaper for a wind farm of 50 
turbines to have a single interconnection to the grid than to have separate 
interconnections for each individual wind turbine. In general, competition 
between firms is likely to reduce costs more than costs could be lowered from a 
consolidation of all such generators into a single firm. 

Distribution services include building, operating and maintaining distribution lines 
from the transmission grid to retail customers’ sites. 

0 Supply of wire-related distribution services in a geographic market is likely to 
display significant scale economies with customer density, and to demonstrate 
natural monopoly features. It would be duplicative to have more than one firm set 
up a distribution system. In virtually all individual geographic markets, the 
savings from one company supplying wires-related distribution services will be so 
significant that competition should not be considered. 

0 End-use meter ownership, maintenance and meter reading are also part of 
distribution services. There are some scale economies from reading meters if 
individuals are sent out to do so. That is, if one person reads each meter, having 
meters that are close together means each read takes less time and thus costs less. 
However, new technology that reads meters more remotely is likely to benefit less 
from customer density. 

Given the existing stock of interval meters that would have to be replaced, it is not 
likely that the adoption of new metering technology will be quick. Load profiling using 
existing meters will allow for competition to get started for residential and small 
commercial customers. New meters can be introduced as old meters wear out or 
customers see a benefit from moving off of their load profile. 

Metering also involves data analysis of the meters read. Because metering companies 
will likely analyze data centrally using common resources, this function will show some 
scale economies. However, competition between firms providing metering services may 
produce significant savings over any lost scale economies from having more than one 
firm provide the service. 

Aggregation services cover a range of services necessary to support aggregating 
loads for competitive retail service. These include customer services, data analysis, 
billing, power supply acquisition, demand side management (“DSM’) and energy 
efficiency. The nature of the costs of providing these services varies across the services. 
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Some of these services, such as power supply acquisition and customer demand services 
(DSM and energy efficiency) are likely to show constant returns to scale. The nature of 
the other services is a bit more complex. 

Customer services, data analysis and billing all require that a relatively large fixed 
cost (such as computer hardware, software, and call centers) be incurred before the 
service can be provided to any customer. However, once the fixed costs have been 
incurred, it is much cheaper (per unit of service) to add more customers since doing so 
only involves the relatively low variable costs of providing service to the customer. 
Significantly, the costs of these services, for the most part, vary with the number of 
customers and not with the quantity consumed by the customers. For example, it costs 
more to send out two bills for 10 MWh each than it does to send out one bill for 20 
MWh. Consequently, the nature of the scale economies for these services are less related 
to the quantity of power provided and more to the number of customers served. 

The degree of the scale economy depends on the relative sizes of the fixed cost 
incurred to provide the service and the variable cost of providing service to one more 
customer. While the relative sizes of the fixed and variable costs may be significant, it is 
not likely that the fixed costs will be large enough in the long term to act as a barrier to 
entry for firms wishing to enter the market. 

2. Are there economies of scope which make it most efficient for the service 
to be provided in a bundle with certain other services? 

Scope economies exist when it is cheaper to produce two products together than it is 
to produce them separately. Co-generation is an example of a scope economy. Often, it is 
cheaper to produce steam both for the industrial process and for electricity generation 
than it is to produce steam for one process alone. 

This discussion addresses scope economies and monopoly characteristics of the 
products and services set forth in the response to Question 2.1A. Regarding the three 
general types of services: generation, distribution (lines and metering) and aggregation 
services, there are likely to be scope economies within these services, but scope 
economies between these services are less likely to be significant. The discussion below 
treats the scope economies within each type of service and then scope economies 
between the types of service. 

Generation services described above included baseload, intermediate and peaking 
power, firm and non-firm power, long- and short-term power, backup and coordination 
services. There are likely to be some scope economies between generation services. 

0 For example, it may be possible to have different types of units (peaking, 
intermediate and baseload) at the same generating plant. The units could share 
costs that are common to all three types such as fuel handling equipment, 
administrative costs, and transmission and interconnection facilities. It is also 
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possible for the same unit to provide multiple services. In this manner, there are 
scope economies from producing different types of energy such as baseload and 
peaking energy. However, it is unlikely that these scope economies are significant 
enough to hinder the development of competition between a number of firms in 
Arizona providing these generation services. 

Distribution services may also have some scope economies, such as between 
distribution lines and metering. While both of these services have been described as 
distribution services above, there could be cost savings between the distribution and 
meter installation and maintenance. The same maintenance crews could be performing 
each of these functions thereby reducing the cost of these services. 

Aggregation services may similarly demonstrate some scope economies. These 
services include billing, data analysis and customer services. Because each of these 
services requires computing facilities and access to the same data, an aggregator may find 
it cheaper for a single entity to perform all of these functions than to have them 
performed by separated specialized firms. Standardized data formats may make it easier 
and cheaper for customer information to be used by multiple firms. However, these 
scope economies are not likely to be significant enough to hinder the development of 
competition between a number of firms offering aggregation services in the long term. 

Between the types of service, scope economies are much less likely; there are not 
likely to be significant economies of scope between generation services and the 
distribution or aggregation services. The scope of wholesale energy markets limits the 
potential for cost complementarity-in which the marginal cost of producing one product 
declines as more of another product is produced-between these services. Similarly, 
there is not likely to be significant economies of scope between the distribution lines and 
aggregation services. 

There may be, however, some scope economies between metering and aggregation 
services. The metering function includes the collection and analysis of metering data. 
Similarly, aggregation services include data analysis using customers’ metered 
consumption data. It is likely a single entity could perform these functions more cheaply 
than multiple firms. Thus, there are scope economies between metering and the analysis 
of the data. Although there may be some economies of scope, it is not likely that they 
would be significant enough to hinder the development of competition among firms in 
the long term. 

Therefore, in general, while there may be scope economies between some of these 
services, they are unlikely to be significant enough to overcome increased efficiency that 
competition in these functions will produce in the long term. 
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B. Are or will there be a sufficient number of competitors in each potentially 
competitive market? 

1. Is the product or service one which viable competitors will actually be 
interested in providing? 

The three types of services (generation, distribution and aggregation) and specific 
products within each type of service were described above. Although the particular 
details of implementation for each product and service differ, other states have introduced 
retail access for competitive services and have encouraged a number of providers to 
compete. In some states, not all the individual competitive services described above have 
been open to competition, yet firms have aggregated many of the separate services into 
bundles. It is likely the same type of service bundling will take place in Arizona, and 
many firms may not offer each of the separate services separately. 

Nonetheless, there is a degree of competition among the bundled services in other 
states, although mostly for large customers who are more likely to choose direct access. 
For example, Illinois, which began to phase in retail access for residential consumers in 
October 2000, has 18 certified providers. Similarly, Texas began retail access in the 
middle of 2001, and it has 10 certified suppliers for residential consumers and 21 
certified providers for commercial and industrial customers. 

Of course, over the short term the decision of any single retail supplier to enter the 
market will be based on a variety of factors. If the price for commodity service from the 
incumbent is relatively low or the wholesale power price is relatively high, it may be 
more difficult for providers to enter the market to offer either pure commodity service or 
to attract customers to retail access by bundling other services or opportunities. Also, the 
relative size of the overall market and the relative location of the market may affect the 
decision of a competitor to devote resources to the market. Thus, for example, some 
firms may find the larger and more discrete TexasERCOT market a preferable current 
investment site to the smaller Arizona market. Such short-term effects, however, should 
not impact the long-term prospects for competition. 

2. Is the cost of aggregating customers sufficiently small, relative to likely 
revenues, that new suppliers will find it profitable to enter? 

See the response to Question 2.2 B( 1) above. 

3. Are there technical, legal, or other barriers to entry in the markets. For 
example: 

(a) Are there legal or technical barriers to the construction of the 
different types of generation plants by non-utilities? 

The Electric Competition Rules prohibit incumbent utilities from constructing new 
central station generation outside of a “non-utility” affiliate. That said, there are no 
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significant legal or technical differences inherent between different types of generation 
plants or that would prevent non-utilities from constructing such plants. The state’s Siting 
Act, A.R.S 0 40-360 et seq., applies to all entities proposing to construct generation over 
100 MW in Arizona (except on Tribal lands and for federal power marketing 
administrations). 

With respect to specific types of generation, no new nuclear power plants are under 
development in the United States, but several merchant generating companies have 
announced interest in exploring pebble bed-type reactors which are under development in 
South Africa. Likewise, in other states both utilities and non-utilities are pursuing new 
coal-fired generation projects. At least one such project is planned in Arizona by an 
affiliate of TEP and Salt River Project (“SRP”). But the majority of the new capacity 
under construction in Arizona is natural gas-fired, where there are no particular technical 
or legal barriers specific to non-utilities. Finally, hydroelectric and renewable 
technologies (wind, geothermal, solar, biomass, and landfill gas) could be pursued by 
non-utilities without legal or technical barriers that are specific to such non-utilities. 

Although there are no inherent legal differences between utilities and non-utilities 
regarding the siting of new generation, capacity over 100 MW does require approval 
under the Siting Act. The inability to obtain a Certificate of Environmental Compatibility 
(“CEC”) would constitute a legal barrier to constructing new capacity in Arizona. Also, 
some may assert that including environmental-related conditions in CECs that go beyond 
the requirements of agencies with primary jurisdiction over such issues, such as the 
Environmental Protection Agency (“EPA), the Arizona Department of Environmental 
Quality (“ADEQ”), the counties, and the Department of Water Resources (“DWR’), 
could be construed as legal barriers to constructing new plants. APS, however, does not 
believe that the Commission’s plant-siting actions are specifically related to the nature of 
the project proponents as utilities or non-utilities. 

a 

(b) Is the cost of obtaining licenses, resources, knowledge and 
employees sufficiently small, relative to the expected revenues, 
such that new entrants willfind the market attractive? 

For the most part, licensing, knowledge and employee costs for new entrants in 
Arizona are the same or roughly similar to those elsewhere in the United States. New 
power plants are increasingly being constructed by national firms, using turn-key 
engineering, procurement and construction agreements, and involve established and often 
modular technologies. Resource costs may be different than in some places in the United 
States. For example, there may be increased costs for water rights in Arizona due to the 
perceived scarcity of water and corresponding difficulties in obtaining water rights. Also, 
in some locations there may be difficulties in attracting necessary labor to construct 
projects. On balance, however, costs are likely roughly equivalent to other states in the 
Western United States. 

Also, such costs are typically evaluated and justified on a project-by-project basis. 
Accordingly, whether such costs are small relative to expected revenues for individual 
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plants depends on the economics of the individual plant. For example, if a power plant 
elects to locate in an area with little existing transmission or natural gas infrastructure, the 
capital outlay of constructing new transmission or gas pipelines to interconnect the plant 
may significantly outweigh licensing or resources costs. The cost of pollution control and 
remediation is also a project-specific analysis. 

C. Is it necessary for the product or service to be provided by a single regulated 
company to assure reliability and safety, or can multiple companies provide the 
service subject to reliability and safety rules? 

In general, increased fragmentation involving products or services can affect 
reliability and safety in providing a given service. Indeed, one significant weakness of the 
Electric Competition Rules is that there is no party that is made responsible for reliability 
of supply to retail customers, a factor that prompted APS’ Request for a Partial Variance. 
However, some services that lend themselves to competitive suppliers and for which 
adequate rules or contractual requirements are in place can be reliably and safely 
provided by multiple companies. 

For generation, there are operating requirements and interconnection standards within 
APS’ service territory so that generation can be supplied by multiple companies with 
manageable reliability and safety risks. However, the extent of control over reliability 
(both operationally and in system planning) in a restructured electric industry is 
necessarily less than when a vertically-integrated utility coordinated generation planning 
and operation with its overall system requirements and was accountable for adequate 
system planning and performance. Moreover, the use by competitive generators of a 
transmission system that was planned and designed to serve a vertically-integrated utility 
model dedicated to serving native load within defined service territories may result in the 
grid operating at or near its limits for longer periods of time, which would increase 
reliability risk. A load serving entity must also take resource diversity and geographic 
diversity into consideration in obtaining reliable service. 

Grid-connected distributed generation has posed legitimate safety concerns. For 
example, personnel from the regulated utility need to be able to safely isolate sections of 
the grid to perform maintenance and repairs. If a non-utility owned distributed resource is 
interconnected to the isolated portion of the grid, it could cause a safety hazard without 
appropriate operating rules and system controls. However, properly-developed and 
implemented interconnection rules can address the majority of these concerns. From a 
reliability standpoint, grid-connected distributed generation generally requires the control 
area or distribution utility to provide adequate reserves for the load being served, 
minimizing the overall system reliability benefits of these resources? This is not to say 
that distributed generation cannot contribute to local reliability by reducing load on local 
distribution facilities, including distribution substations. 

This is especially true if the distributed generation resource has a relatively low availability. 2 
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Although generation (both distributed and central station) from multiple entities can 
be interconnected and used reliably-subject to appropriate contractual and operational 
requirements-many related functions can only be provided by a single, accountable 
entity. Specifically, control area operations and system control can only be provided by a 
single entity to ensure that the grid operates correctly. Likewise, system planning and 
design should be performed by a single accountable entity, although certain sub-functions 
of these processes could probably be outsourced. Given the desire for accountability, 
such outsourcing should be discretionary. Distribution service also must be provided by a 
single regulated company, given the complex control and planning requirements 
associated with this service. 

Some distribution-related services such as metering and meter reading can be 
provided by multiple companies, if adequate safety rules and standards to ensure 
technological compatibility are adopted. Standardization will also enhance the ability of 
customers to transfer between providers. 

Apart from system planning functions, and load and resource matching, aggregation 
services generally do not pose reliability or safety concerns. For example, energy 
efficiency and demand side management usually occur on the customer side of the meter 
so they do not in and of themselves trigger reliability or safety concerns for a distribution 
utility. Similarly, competitive billing may pose commercial challenges but should not 
affect system reliability. One notable exception is load profiling, in which an electric 
utility determines a customer’s typical load profile based on studies and analysis, rather 
than installing an interval meter for such customer. Because load profiles have 
implications for system planning and operation, load profiling for these purposes should 
be performed only by a single, regulated entity. 

FERC’s move toward larger RTO organizations carries with it some specific dictates 
about what functions must belong to the RTO entity. The RTO must be independent of 
all market participants with authority to propose the rates, terms and conditions of 
transmission service over its facilities. The RTO must also have operational authority 
over the transmission facilities under its control and exclusive authority for short-term 
reliability of the grid that it operates. 

Westconnect will meet these criteria through an independent board overseeing the 
RTO’s operations. Westconnect and transmission providers will also work cooperatively 
in a division of labor to ensure reliability and safety of the transmission systems. For 
example, while Westconnect will assume control area responsibilities for transmission 
facilities under its control, the participating transmission owners will physically execute 
operations under Westconnect’s direction. Westconnect will also handle scheduling and 
have exclusive authority for determining interchange schedules, ordering re-dispatch for 
emergency operations or for must-run conditions and approving scheduled outages of 
transmission facilities and must run generators. WestConnect will essentially become the 
accountable entity, on a larger scale, like the transmission providers currently operating 
their systems in conjunction with each other today. Yet transmission providers will be 
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active participants in operating the systems for which they hold accountability to their 
native load customers and state commissions. 

D. For customers, is the cost associated with learning how to shop and actually 
shopping sufficiently small, relative to the expected benefit, that customers will 
want to shop? 

The answer to this question largely depends on the individual customer. It is more 
likely that larger commercial and industrial customers could conclude that the costs 
associated with shopping are outweighed by the benefits for several reasons. First, these 
customers may have a relatively large generation component to their overall electric 
profile. Accordingly, the direct benefit of lower or more flexible generation service is 
more likely to be significant for such customers. Second, these customers are more likely 
to be approached by ESPs with offerings to bundle energy efficiency programs or other 
services, which could reduce the net cost to such a company to invest the time and 
resources into shopping. Third, the transaction costs (including internal costs) on a per- 
kWh basis for large commercial or industrial customers would necessarily be less than 
for a typical residential customer. Finally, because electricity bills for smaller customers 
have been declining for Arizona customers (over 12 percent in the case of APS customers 
since 1994), it is less likely in the short term that smaller customers will be willing to 
invest significant time or resources into learning how to shop or shopping for what may 
be a relatively small savings to such a customer. 

2.3 Relationship of Current Regula tow Regime to Competition 

A. For each potentially competitive product or service, how does current state and 
federal regulation foster or inhibit (a) retail competition and (b) wholesale 
competition ? 

Congress and federal and state regulators have undoubtedly shaped the development 
of competition in wholesale and retail markets for electricity generation and delivery. 
Federal legislation and regulatory oversight directly affect wholesale electricity markets 
and transmission activities. This oversight indirectly affects competitive retail electricity 
markets and distribution activities, to the extent that well functioning wholesale markets 
are important for other services. Federal enforcement of antitrust, environmental, and 
consumer protection laws also affect the development of competition in markets for all 
electricity-related services. This section discusses some examples of the impact that 
federal legislation, federal and state utility regulation, and other federal agencies will 
have on the development of competitive electricity markets. 

Federal Legislation 

Historically, the Federal Power Act and the Public Utilities Holding Company Act of 
1935 (“PUHCA”) have played a large role in determining the configuration of the 
industry and guided federal oversight of the industry. The Securities and Exchange 
Commission (“SEC”) is charged with the administration of PUHCA. Corporations with a 
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holding company structure with electric utility subsidiaries that do not qualify for a 
statutory exemption under PUHCA, such as the “intrastate” exemption for holding 
companies conducting their utility operations primarily in one state, are required to 
register with the SEC and are subject to SEC regulation under PUHCA. Registered 
holding companies are required to operate a single, integrated utility system. Another 
feature of the law, that has since been somewhat relaxed, limited the diversification of 
registered holding companies to businesses that were considered incidental or essential 
for the operation of a single integrated utility system. Registered holding companies are 
also subject to SEC requirements related to the issuance and acquisition of securities and 
affiliate transactions. SEC approval is also required under PUHCA in connection with the 
formation or acquisition of additional public utility subsidiaries by both registered and 
exempt holding companies. PUHCA created significant barriers to the entry of non- 
utilities into wholesale electric power markets, but as discussed below, these barriers 
have been reduced in recent years. 

Over the past thirty years, several laws have been enacted that also have affected the 
industry, including the Public Utility Regulatory Policies Act of 1978 (“PURPA”), the 
Energy Policy Act of 1992 (“EPACT”), and the Clean Air Act Amendments of 1990 
(“CAAA”). Each of these pieces of federal legislation is briefly discussed below. 

PURPA requires electric utilities to interconnect with and purchase power from 
qualifying facilities (“QFs”)-co-generators and generators using renewable resources- 
at prices that in theory are equal to the costs of building new generation by the utility. In 
practice, QFs have often proven more expensive than the central station alternative. 

EPACT streamlined the entry of non-utility generators into the wholesale market for 
electricity. The law created a new category of power producers, called exempt wholesale 
generators (“EWGs”) which are not considered electric utility companies under PUHCA 
and do not subject parent companies to regulation as holding companies under PUHCA. 
By exempting EWGs from most regulation under PUHCA, the law eliminated a major 
barrier for both utility-affiliated and nonaffiliated power producers who want to build 
new merchant power plants. EWGs remain subject to regulation under the Federal Power 
Act. In addition, the law granted authority to FERC to order transmitting utilities to 
provide wholesale transmission services, contributing to a nationwide open-access 
electric power transmission grid for wholesale transactions. However, the law specifically 
prohibits FERC fi-om ordering retail wheeling and, except for requests for specific 
wholesale transmission services, did not make public power entities subject to FERC 
jurisdiction. After EPACT was enacted, the SEC also administratively determined that 
power marketers should not be considered electric utility companies under PUHCA. This 
permitted many companies to participate in power marketing and brokering at wholesale 
and retail without subjecting the companies or their parent companies to PUHCA 
regulation, further fostering competition in those markets. 

The CAAA established a new emissions-reduction program, with the intention of 
reducing emissions of sulfur dioxide and nitrogen oxide from utility sources. The 
provisions of the CAAA have been implemented largely through a market-based 
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approach of tradable emissions permits that increase market efficiency by allowing 
market participants to adjust their emission needs based on their economic incentives 
rather than fixed emission allowances. 

State and Federal Regulation 

In addition to the legislation discussed above, state and federal regulations have a 
broad impact on the development of competitive retail and wholesale electricity markets. 
For example, FERC Order 888, which requires jurisdictional electric utilities to provide 
non-discriminatory transmission access for wholesale power transactions, is an important 
component of the development of competitive wholesale markets across the country. 
Order 888 also indirectly facilitates the development of competitive retail markets, as 
well-functioning wholesale electricity markets are an important requirement for well- 
functioning retail electricity markets. 

Another example of federal regulation that has had a positive impact on the 
development of competitive electricity markets is FERC Order 889. Order 889 requires 
jurisdictional utilities to distribute information about transmission system capacity, 
availability, and scheduling through an electronic bulletin board systems known as Open 
Access Same-time Information System (“OASIS”). Order 889 also requires a utility’s 
merchant operations to obtain information about the parent company’s transmission 
system in the same manner as its competitors-through the OASIS. Order 889 has 
contributed to the development of wholesale markets by facilitating transparency in the 
market for transmission services for bulk power transactions and by leveling the playing 
field. Order 889 also indirectly facilitates the development of competitive retail markets 
through its impact on wholesale electricity markets. 

A more recent example of federal regulation attempting to foster competition is 
FERC Order 2000. In this order, FERC envisioned a new form of organization 
administering electric transmission functions, the RTO. This order established a timeline 
for all public utilities under FERC jurisdiction to participate in a FERC-approved RTO. 
Order 2000 calls for each RTO to implement congestion management and transmission 
planning and expansion functions. RTOs will be expected to manage congestion, loop 
flows, ancillary services, grid expansion and generation siting through pricing and other 
policies. Each of these services will have important consequences for the development 
and functioning of wholesale and retail power markets. 

In addition to its orders affecting transmission activities, FERC monitors several 
aspects of wholesale market activity. For example, any FERC-jurisdictional entity 
wishing to sell electricity at market-based rates must petition FERC for such authority. 
FERC allows power sales at market-based rates if it determines that the applicant does 
not have, or has adequately mitigated, market power in generation and transmission and 
cannot erect other barriers to entry. FERC also considers whether there is evidence of 
affiliate abuse or reciprocal dealing. In the past, FERC has used the “hub-and-spoke” test 
to evaluate applications for market-based rate authority. At this time, the agency is 
considering alternatives to the hub-and-spoke analysis. 
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An example of federal regulation regarding retail and wholesale competition in 
renewable energy markets is the Renewable Energy Production Incentive (“REPI”) 
program. REPI is part of an integrated strategy in the EPACT to promote increases in the 
generation and utilization of electricity from renewable energy sources and to further the 
advances of renewable energy technologies. This program, authorized under Section 
12 12 of EPACT, provides financial incentive payments for electricity produced and sold 
by new qualifying renewable energy generation facilities. Eligible electric production 
facilities are those owned by state and local government entities (such as municipal 
utilities) and not-for-profit electric cooperatives that start operations between October 1 , 
1993 and September 30, 2003. Qualifying facilities are eligible for annual incentive 
payments of 1.5 cents per kilowatt-hour (in 1993 dollars and indexed for inflation) for the 
first ten-year period of their operation, subject to the availability of annual appropriations 
in each federal fiscal year of operation. Qualifying facilities must use solar, wind, 
geothermal (with certain restrictions as contained in the rulemaking), or biomass (except 
for municipal solid waste combustion) generation technologies. In addition to REPI, 
several states have also adopted specific incentive programs to stimulate renewable 
energy production through a combination of tax credits and state regulations. 

At the federal level, price cap regulation can retard the development of a wholesale 
market, in that some new generators will be unable to construct new capacity based on 
price signals. If price caps reduce the economic feasibility of a proposed merchant plant, 
the ability of a supply response (ie., the construction of additional capacity) to reduce the 
wholesale price for power will be limited. 

In addition to federal regulations mentioned above, there are examples of state 
regulation that foster competition in retail electricity markets. For example, in Arizona 
the Commission’s rules provide for the licensing of and regulation of competitive ESPs, 
structural separation of generation from UDCs, and implements open access at the retail 
level. Also, the rules in Arizona promote the development of green power in the 
competitive marketplace by calling for all energy suppliers include a minimum amount of 
solar and renewable energy in their power supply portfolio. 

There are also several state regulations or policies that APS believes deters retail 
competition. First, the Electric Competition Rules do not allow load profiling for small 
commercial customers. Although the Commission has issued a variance to this 
prohibition, load profiling for these customers will not be available after the period 
provided in the variance. Additionally, the Electric Competition Rules specify a 
processing time for new ESP applicants that APS believes could be streamlined to allow 
for more rapid certification of these competitive suppliers. Also, the complaint resolution 
process before the Commission is not designed for competitive ESPs, as opposed to 
customers. ESPs often need more prompt action in dispute resolution than is currently 
available. Finally, APS believes that an overly strict, vague or improperly applied “need” 
analysis in siting power plants (or transmission lines) could adversely impact the 
wholesale market, in that the continued development of a robust wholesale market 
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requires the developers of merchant power plants to appropriately respond to price 
signals. 

Other Federal Agencies 

Since the revision of the Clean Air Act in 1990, the government has experimented 
with market-based approaches to provide financial incentives for companies to 
voluntarily comply with clean air standards and develop new technology for reducing 
emissions. Last year, the EPA made a significant step in this direction by approving a 
market-driven air quality program that enables trading of pollution rights in selected 
states. The EPA did not impose specific reductions on each source. Instead, individual 
sources are allowed to choose whether and how to reduce emissions or purchase 
allowances. EPA does not review or need to approve these sources’ decisions, allowing 
them to tailor and adjust their compliance strategies to their particular business needs. In 
doing so, the EPA made an important effort to increase market efficiency, promote 
competition and increase overall cost savings. 

The Department of Justice (“DOJ”) and the Federal Trade Commission (“FTC”) also 
play important roles in fostering retail and wholesale competition at the federal level by 
providing detailed guidelines for analyzing mergers of electric utilities. These guidelines 
describe the analytical process used to assess whether proposed mergers significantly 
increase market concentration and raise concerns about potential adverse competitive 
effects. In Order 592, FERC adopted the DOJ merger guidelines as its basic framework 
for evaluating the competitive effects of proposed mergers. 

B. How can the Commission protect Arizona customers from the risks of 
competition while promoting competition ? 

In some respects, the question should ask “whether” the Commission should protect 
customers from the risks of competition. In either case, the adage “there is no such thing 
as a free lunch” applies. Competition implies the ability to make choices, and the ability 
to make choices implies the possibility that bad choices will be made. Measures taken to 
eliminate the possibility of bad outcomes lead inevitably to the elimination of any real 
options from which to choose. 

This being said, there clearly are steps that the Commission can take to protect 
customers. These steps include: 

0 Adopting or clarifying anti-slamming and anti-cramming rules, truth-in- 
advertising and disclosure rules, credit-worthiness and bonding requirements 
applicable to competitive suppliers to protect customers. 

Continuing consumer education, which plays an important role in educating 
typical retail customers about the risks and potential benefits of competition. 

0 

26 



Arizona Public Service Company 
Electric Policy Responses 

February 25, 2002 

0 Allowing the development of competitive retail markets without overly intrusive 
“command and control” regulation. 

0 Protecting the financial health of incumbent utilities that retain the legal 
obligation to serve all customers to prevent the sort of reaction that occurred in 
California when UDCs were placed in financial distress after being required to 
absorb high wholesale power costs with no ability to pass the costs through to 
customers. 

Promoting the construction of needed infrastructure such as power plants and 
transmission lines. 

0 

The most significant measure that the Commission can take to protect customers is to 
continue to provide an alternative Standard Offer default service based on cost-of-service 
principles. This “backstop” would protect customers both from the failure of competition 
to develop and from adverse competitive outcomes. As discussed above, it may turn out 
that this alternative is so attractive that competition itself is not notably successful. If this 
is so, it means merely that customers find that the terms of regulated service are 
preferable. Even under these circumstances, the mere fact that the competitive option 
exists is a substantial incentive for the Arizona utilities to provide superior service at low 
prices. 

Because of federal jurisdiction, the Commission has a modest role in protecting 
customers regarding wholesale competition. Its primary role should be to facilitate 
sufficient entry to make the market competitive and reliably supplied. 

C. How have the interim rate reductions for customers receiving standard service 
affected the ability or desire of generation suppliers to compete in Arizona retail 
 market^?^ 

During the regulatory proceedings and litigation involving the 1999 APS Settlement 
Agreement, several ESPs argued against granting any rate reductions for Standard Offer 
customers. These parties asserted that the higher APS’ Standard Offer rates, the more 
attractive the market would be for a competitive ESP. In fact, some states such as 
Pennsylvania artificially inflated standard offer rates to induce customer shopping. 

APS argued, and the Commission agreed, that lower rates for all customers (both 
Standard Offer and Direct Access) outweighed any short-term benefit to competitive 
ESPs that artificially high Standard Offer rates would produce. Moreover, because the 
competitive “benefits” to ESPs from such artificially high rates for Standard Offer 
Service would have only lasted for the short term, APS does not believe that the rate 
reductions have had any long-term impact on the competitive retail market for ESPs. 

In its response, APS has assumed that this question refers to the rate reductions that were granted 
pursuant to the 1999 APS Settlement and Decision No. 61973, which were not interim and applied to both 
Standard Offer and Direct Access customers. 

3 
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Furthermore, Standard Offer rates are retail rates; a wholesale supplier in an efficient 
market would be indifferent as to whether it sold to APS or an ESP or another participant 
in the Western United States. Thus, there is even less reason to believe that the rate 
reductions have impacted the wholesale generation market. 

D. Do Commission policies or legal requirements ensuring that utilities recover 
investments from ratepayers affect the prospects for competition in any market 
for  which competition otherwise would be possible? 

No. In Arizona, incumbent public service corporations such as APS are permitted to 
engage only in non-competitive services. Thus, regulated utilities’ opportunity to recover 
non-competitive investments would not affect the provision by ESPs of competitive 
electric services. The retention by APS of provider of last resort obligations necessitates 
its continued recovery of its actual cost of Standard Offer Service. 

The Commission, as well as state and federal constitutional law, requires that rate- 
regulated utilities have a fbll and fair opportunity to recover prudent investments in their 
regulated rates. This does not, however, affect the prospects for competition in any 
market that is potentially competitive. The prospects for new entry into a competitive 
market are more affected by the fact that a rate-regulated utility is often the lowest-cost 
supplier for that product or may benefit from legitimate economies of scale or scope. 

Specifically, if a rate-regulated utility is an efficient, low-cost supplier in a particular 
market, the margin available for a competitor may not be sufficient to warrant market 
entry. Indeed, one complaint voiced by some ESPs in 1999 to APS’ unbundled Standard 
Offer rates was that the rates were too low to provide a large enough “shopping credit” 
for the ESPs to make a sufficient profit. However, even if this assertion was true, it would 
have been inappropriate for the Commission to artificially increase APS’ Standard Offer 
rates to provide increased profits to competitive ESPs. 

Also, economies of scale or scope may make competing with a rate-regulated utility 
difficult for reasons unrelated to regulatory policies for cost recovery. In meter reading, 
for example, it may be uneconomic for a potential competitor to read meters for two or 
three competitive customers in a square mile whereas the utility reads hundreds of meters 
in the same area. 

E. Does continuing utility control of depreciated generation assets affect the ability 
of competing suppliers to enter retail  market^?^ 

From an economic standpoint, whether depreciated generation assets are controlled 
by a utility, a merchant generator or a utility affiliate does not affect the ability of 
competing suppliers to enter retail markets. However, the presence of those generating 
assets in the marketplace, regardless of ownership, and the competitiveness of these 

In this question, the term “utility” is assumed to refer to an entity with standard offer obligations 
to retail customers and state-regulated monopoly ownership of distribution services. 
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assets at the margin will affect the decisions of potential competitors with respect to 
market entry. The same analysis applies in any competitive market. 

There were concerns expressed (by ESPs and Staff) during the rulemaking for the 
Electric Competition Rules on the potential for cross-subsidization when the distribution 
function and generating assets are held within the same business unit. Indeed, Staff 
argued when supporting the 1998 Electric Competition Rules that “only through the 
divestiture of competitive services or the transfer of competitive services to an affiliate 
would subsidization and crossovers between monopoly and competition be prohibited.” 
See Decision No. 61272 (Dec. 11, 1998) at 33. In Decision No. 61969 (Sept. 29, 1999), 
the Commission concluded that: 

We agree that the requirement that competitive generation 
assets and Competitive Services be separated to an 
unaffiliated party or to a separate corporate affiliate or 
affiliates, will provide greater protection against cross- 
subsidization than would separation to a subsidiary. 

Id. at 60. 

Corporate separation of generating and other competitive electric assets and affiliate 
codes of conduct offer assurances to potential retail competitors. The existing retail 
Codes of Conduct for APS and TEP require separate corporate affiliates for utility and 
competitive activities, with separate books and separate employees (except for officers 
and directors and certain shared services). Also, transfer pricing is specified and reporting 
requirements are set. The Codes of Conduct are predicated on corporate separation. 

Divestiture of competitive services to an affiliate allows both the new affiliate and the 
UDC to concentrate and strengthen their core competencies, skill sets, and intellectual 
capital. It also permits the new affiliate to be a viable competitor with merchant 
generators, and permits the affiliate to finance generation expansion without reliance on 
monopoly services for credit support. Finally, locating an existing portfolio of generation 
in the same entity as is responsible for constructing new generation will permit 
economies, integration of operations, and coordination of outage and return-to-service 
scheduling-all of which should aid in the development of competitive markets. 

F. How does current Commission regulation promote or deter the ability of (1) 
renewables, (2) distributed generation, and (3) energy efficiency and demand 
side management to compete with traditional generation resources? 

Current Commission regulations-in particular the Environmental Portfolio 
Standard-promote the ability of renewable energy resources to compete with traditional 
resources. Renewable resources generally cannot compete with traditional generation 
resources on a cost basis, so the Commission’s decision to subsidize such resources in the 
short-term is intended to promote their development in Arizona. 
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1) Temporary imbalances in supply and 
demand might drive Arizona retail 
customers away from the competitive 
market and back to Standard Offer of 
Service. 
2) Price risk: Retail energy markets can 
be highly volatile until they become 
significantly competitive. Retail market 
clearing prices are commonly set by 
natural-gas fired generation at the margin, 

The Commission is working on interconnection standards and processes for 
distributed generation, which may aid the deployment of distributed generation resources. 
However, distributed generation is also not cost-competitive with central station power 
on a large scale. It does have important niche applications that should be more fully 
explored and utilized once interconnection standards and processes have been finalized, 
assuming that there would be no grid security or adverse cost impacts. 

1) Approve APS' Request for a Partial 
Variance and the PPA between APS and 
PWCC, which appropriately balances 
reliability and price stability with the move 
towards more competition. 
2) Strengthen the competitive market by 
reducing barriers to entry and increasing 
market visibility. 
3) Whenever retail markets are prone to 
undue price risk, the Commission should 

Energy efficiency is not a regulated service, and is provided on a widespread basis by 
a variety of service providers. DSM is likewise provided, in various forms, by numerous 
unregulated energy service companies. DSM was subsidized through a system benefits 
charge in the past, but when the Environmental Portfolio Standard was passed, the 
Commission elected to cease significant funding for DSM programs. 

regulatory requirement for minimal green 
power production, green power resources 
will be less price competitive than 

G. What are the risks of moving to a regime of retail competition for each product 
or service and what are the methods for managing those risks? 

alternatives and operate a separate market 
for green energy. 

Answers are provided in tabular format in Table 2.3G, below. 

Distributed 
generation 

Table 2.3G 

traditional power generation. 
It is not clear when distributed generation Demand for distributed generation will 
technology will be sufficiently advanced to increase as it becomes more cost effective 
be cost effective and able to compete with and price competitive with the traditional 
traditional generation. generation. NO, and SO, emission 

constraints should only accelerate this 

SERVICE 

1. Generation 
Baseload, 
intermediate and 
peaking power 

WHAT ARE THE RISKS OF MOVING TO A WHAT ARE THE METHODS FOR MANAGING THOSE 
REGIME OF RETAIL COMPETITION FOR THIS 

PROD u CT? 
RISKS? 

I lwhich exposes energy prices to additional lsupport other procurement strategies that 
Ifuel-price uncertainty. lstabilize Standard Offer prices. 
IUnless there is a government subsidy or IEncourage development of cost effective Green power 
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PRODUCT OR 
SERVICE 

-. -irm and non- 

WHAT ARE THE RISKS OF MOVING TO A WHAT ARE THE METHODS FOR MANAGING THOSE 
REGIME OF RETAIL COMPETITION FOR THIS 

PRODUCT? 
RISKS? 

1) Firm and non-firm power contracts should 1) Demand or volumetric uncertainty. 
'irm power 

3ackup services 

Soordination 
services 

Temporary levels of excessive demand 
might result with the inexperienced firm 
power providers not being able to meet all 
of their load obligations. 
2) see (2) in Baseload, intermediate and 
Deakina Dower 

peaking power. 
Temporary levels of excessive demand 
might result with inexperienced backup 
service providers not being able to meet 
all of their obligations. 

Based on recent California experience, it 
will probably take some time until specific 
responsibilities of various Scheduling 
Coordinators are developed. 

-ong- and short- 
:erm contracts 

1) Counter-party risk is the major source 
of uncertainty for long-term and short- 
term contracts. Even the largest power 
marketers are subject to financial distress. 
2) see (2) in Baseload, intermediate and 

be hedged from a larger pool of resources. 
Implement risk management procedures. 
2) see (2) in Baseload, intermediate and 
peaking power 

1) Strengthening the market for backup 
services. Credit risk management. 
2) see (2) in Baseload, intermediate and 
peaking power. 

Backup service contracts should be hedged 
from a larger pool of resources. Facilitate 
market for backup services and/or enforce 
multi-stage power markets to improve market 
visibility. 
Enforce communication between the 
Scheduling Coordinators and system 
operator via OASIS or some kind of real-time 
system information posting procedure. 
Facilitate market for coordination services 
and/or enforce multi-stage power markets to 
improve market vi si bi li ty . 

2. Distribution Services 
Metering ILack of time-differentiated metering and IDevelop time-differentiated metering and 

lrational energy pricing. (rational pricing procedures. 

Also require billing agent to have contractual 
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SERVICE 

Demand side 
management 

Energy efficienc) 

Other services 
relating to 
matching supply 
and demand (i.e. 
ancillary services 
and must-run 
generation etc.) 

WHAT ARE THE RISKS OF MOVING TO A 
REGIME OF RETAIL COMPETITION FOR THIS 

PRODUCT? 

that would be lost as would accountability 
for resource adequacy. 

This service is already competitive and 
has been for some time. 

This service is already competitive and 
has been for some time. 

1) Institutional uncertainty: will RTO 
operate separate markets for various 
ancillary services and must-run 
generation and by what means will these 
markets be integrated with forward and 
spot energy markets? 
2) Volumetric uncertainty: excessive 
demand levels might result with multiple 
providers not being able to reliably meet 
all of their supply obligations. 
3) Counter-party risk: inexperienced 
providers might default and create markel 
inefficiencies in the short term. 

WHAT ARE THE METHODS FOR MANAGING THOSE 
RISKS? 

available generation. 

Not applicable. 

Not applicable. 

1) Support the development of protocols for 
the provision of ancillary services through 
RTOs. 
2) Resolve the reliability issues discussed 
under Power Supply Acquisition discussed 
above. 
3) Implement credit risk management 
procedures. 

H. If the current regime is not conducive to retail competition for a particular 
product or service, what actions should the Commission take to promote its 
success in the future? Specijkally- 

1. Should the Commission require existing utilities to procure particular 
products or services from unaffiliated competitors? 

No. They should procure them from whoever offers the best total value. If particular 
products or services are potentially competitive with utilities’ Commission-approved 
unbundled prices, they will be offered directly to consumers or ESPs. The Commission 
has fulfilled its appropriate oversight role by ensuring that the prices offered for 
unbundled service correctly reflect the utilities’ costs and provide an appropriate basis of 
comparison for consumers. Requiring utilities to purchase particular products or services 
only from unaffiliated competitors likely will increase costs to consumers. 

2. Are utilities taking steps that will make competition more difficult down 
the road (e.g., retail marketing, internal restructuring, entering into 
agreements to avoid customer self generation)? If so, identify those 
steps and how the Commission should respond. 

APS does not believe that it is taking any steps that will make competition more 
difficult in the long run. Retail marketing is itself a vital part of competition and self- 
generation deferral agreements are specifically allowed by the Electric Competition Rules 
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only when approved by the Commission. “Internal restructuring” is a somewhat open- 
ended term, but some internal restructuring of UDC personnel is absolutely required for 
retail competition. Irrespective of whether or not the jurisdiction is moving towards retail 
Competition, internal restructuring should be undertaken whenever it can improve utility 
performance. For example, A P S  has had to form internal groups to manage relations with 
ESPs, handle transmission, supervise Code of Conduct issues, and deal with many other 
transition issues. 

3. Are utilities entering into long-term contracts with existing customers? 
If so, how do they affect prospects for future retail competition? Should 
the Commission allow them? 

Rule R14-2-1604(C)(6) limits the ability of UDCs to enter into long-term contracts 
with customers. This rule provides that after January 2, 2001, tariffs for Standard Offer 
Service cannot include any special discounts or contracts with terms, or any tariff that 
prevents the customer from accessing a competitive option, other than time-of-use rates, 
interruptible rates, or self-generation deferral rates. This provision has been interpreted 
to prohibit contracts in excess of one year unless the contract meets one of the criteria set 
forth in the rule and to permit multiyear contracts if the customer has a unilateral right of 
termination after one year. 

APS believes that the current restrictions only serve to limit customer choice, and 
thus would support modifying Rule R14-2-1604(C)(6) to generally allow for long-term 
contracts, subject to Commission approval. 

4. Should the Commission consider instituting competition for billing and 
metering services even if retail generation competition is premature? 

No. Under no retail competition program with which APS is familiar does the 
customer have the ability to choose a meter service or billing service provider 
independent of the load-serving entity. Either the UDC (Standard Offer) or the ESP 
(Direct Access) must control these functions to ensure accurate measurement of services 
provided and timely accounting and billing. 

If, however, the question is suggesting mandatory “outsourcing” by the utility of 
metering or billing functions, this would likely result in higher costs due to the loss of 
scale economies. There would also be less regulatory control, because the likely 
candidates for outsourcing (meter manufacturers and credit card companies) have large, 
unregulated businesses which are principally out of state. Finally, past instances in 
Arizona where utilities used non-company personnel (i.e., Southwest Gas Corporation’s 
attempt to use TEP meter readers in Tucson) raised significant safety issues. 
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2.4 Retail Generation Competition 

5 A. Regarding each identifiable generation product - 

1. Identifu with particularity any defects in the wholesale market structure 
affecting Arizona. 

The structure of the overall wholesale market in Arizona is competitive by the 
standards used both by FERC, the FTC and the DOJ. Continued entry by merchant 
generators will make the market still more competitive. Although the development of 
some new capacity that is either already certificated or announced may be postponed or 
cancelled, new capacity additions should still contribute to further development of the 
regional wholesale market, even if the new capacity is not specifically available to 
Arizona buyers. Further, Arizona is but a smaller component of the overall Desert 
Southwest or WSCC wholesale market, which from a market standpoint adds to the 
robustness of wholesale competition and makes state or utility-specific issues less 
significant to wholesale market participants. 

That said, there are issues with the wholesale market in generation which led APS to 
conclude that it would be unwise to “flash cut” to obtaining all generation requirements 
from the market on January 1 , 2003. As discussed below, there is insufficient competing 
generation not already committed to other loads to guarantee that a competitive 
procurement for half of APS’ load would be successful in disciplining prices. APS also 
concluded that, apart from the difficulties of the initial procurement, its customers would 
not be well served by substituting competitively procured generation fueled almost 
entirely by natural gas for the diverse portfolio offered by PWCC. While the Desert 
Southwest wholesale market is structurally competitive, competitive does not mean the 
same thing as stable. Significant price volatility for APS’ service area in the near future 
is a possibility and price volatility as compared to the proposed PPA a near certainty. 
Also, the transmission system to serve APS’ load requirements was not designed to 
accommodate all of the generation coming from one market hub (Palo 
Verde/Hassayampa, for example). Rather, the transmission system would require that a 
significant portion of the generating capacity come from areas with existing APSPWCC 
generation (such as Cholla/Four Corners and Navajo). Since virtually all new 
uncommitted generation is being constructed in the vicinity of the Palo Verde hub, 
significant amounts of that new generation may be unable to physically supply APS’ 
requirements. 

There are also load pockets (such as the Valley, Tucson, and some smaller areas) 
where local generation must run under some circumstances. Thus, owners of generation 
in these load-constrained areas must be subject to mitigation measures or the pricing of 
capacity in these areas will not be wholly “competitive.” 

Since there are not distinct markets for the various generation products defined in Section 2.1, the 5 

answers to Questions 2.4(A)( 1) through ( 5 )  refer to all generation products in Section 2.1. 
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A final structural issue is the fact that there is as yet no RTO covering the wholesale 
markets that include Arizona. RTOs will play an important role in developing the 
markets for such generation-related products as coordination, back-up, and ancillary 
services, as well as assuring that markets for energy and transmission service function 
more efficiently. When established, Westconnect should fill this gap. 

2. Are there an adequate number of competitors to sell in Arizona to make 
the product sufficiently competitive? How many sellers are there? 

APS would note that none of the merchant generators constructing power plants in 
Arizona are retail suppliers. The only entities authorized to sell electricity to consumers at 
retail are certificated ESPs and UDCs through Standard Offer service. Only some of the 
merchant generators-such as Sempra and PG&E National Energy Group-have 
affiliates that have been certificated as retail ESPs, and none of these ESPs is currently 
active in Arizona. 

However, there are a large number of wholesale suppliers and traders in the Western 
wholesale market of which APS is a part. This number of participants and the regional 
basis of the wholesale market means that wholesale power is competitive in Arizona in 
the aggregate. 

Suppliers physically located in Arizona include Southern California Edison, Public 
Service of New Mexico, El Paso Electric Company, PacifiCorp, PP&L, APS, PWEC, 
SRP, Arizona Electric Power Cooperative, TEP, Reliant, and Calpine. Also, new power 
plants are under construction by PP&L, Duke Energy North America, PanddTECO, 
Sempra, PG&E National Energy Group, and probably others. Finally, given the liquid 
trading hub at Palo Verde, there are literally dozens of traders and power marketers 
making transactions in Arizona. 

3. How have mergers and consolidations in the industry affected the 
competitiveness of the product in the region at the wholesale and retail 
levels? 

None of the entities listed in response to the previous question have been engaged in 
mergers and acquisitions that have reduced the number of competitors in Arizona. The 
only geographically relevant activities other than the construction of new plants involving 
these entities have been Duke’s purchase of generation in California and PacifiCorp’s 
acquisition of Utah Power & Light, which might otherwise have been independently 
active in the Western market. The Department of Energy, Energy Information Agency’s 
Annual Electric Utility Report reflects 16 power marketers, 29 private utilities and 5 
federal entities that are active in Western wholesale markets. There are over 40 merchant 
generators in the WSCC that are either operating plants or scheduled to commence 
operations in 2002. In addition, there are hundreds of other utilities, mostly municipalities 
and cooperatives, many of which own generation and participate in wholesale markets. It 
is unlikely that mergers will lead to noncompetitive wholesale market conditions in the 
foreseeable future. 
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4. Are competitors building new generation able to price their generation 
at rates competitive with existing generation ? 

This question cannot be answered with a simple yes or no. APS does not know the 
specific pricing strategies or details of merchant generators building new capacity in 
Arizona. However, the long-run marginal cost of new natural gas-fired merchant capacity 
is likely above the blend of the costs reflected in APS’ proposed PPA. Thus, if the 
question is whether APS’ load, or a portion thereof, could be met by competing 
generators pricing their generation at long-run marginal cost, thereby earning a market 
rate of return on their investments, the answer is probably not. In addition, because 
existing generation is not sufficient to meet APS’ load requirements in 2003 additional 
resources must be acquired, and it is logical to assume that much of these additional 
resources will come from new generation. 

5. How has the Independent System Administrator affected the success of 
(a) retail competition and (b) wholesale competition ? 

The AISA has accomplished its goal of acting as a transitional organization on the 
road to an RTO, and has established Direct Access protocols which APS has incorporated 
into its Open Access Transmission Tariff. Moreover, as a result of the AISA’s efforts, a 
portion of the most valuable constrained transmission facilities that were designated as 
network service for the UDC have been allocated on a non-pro rata basis to encourage 
retail competition. As such, APS believes that the AISA has helped lay the necessary 
groundwork for the development of a competitive retail market by making adequate 
transmission capacity available to ESPs to serve retail loads. Although the AISA’s role is 
limited to retail Competition, the Westconnect RTO will aid the development of the 
competitive wholesale market. Accordingly, APS believes that an RTO--as has always 
been contemplated in the Electric Competition Rules-will still be necessary to further 
develop competitive wholesale and retail markets in Arizona. 

B. Regarding the transmission and distribution infrastructure necessary to support 
competition for each identifiable generation product- 

1. Are there transmission constraints inside or outside Arizona that 
currently impede the ability of competitors to reach Arizona customers 
during any seasons of the year or times of the day? 

There are congested transmission paths in several locations in Arizona and the 
Western United States. For example, there is significant transmission congestion on 
Path 15 between Northern and Southern California, which impedes the ability of 
hydroelectric power to flow from the Pacific Northwest to the Desert Southwest in 
the summer. There is also occasional transmission congestion in Northeast Arizona 
and from Palo Verde to the Valley. 
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Transmission congestion can result when there is not enough transmission 
capacity to meet demand in a certain area, or when there is not enough generation to 
meet load within a constrained area, or when there is more generation competing to 
sell on a particular transmission path than the transmission system can handle. 
However, transmission congestion-which affects all users of the transmission 
system-does not necessarily impact retail competition because transmission rights 
follow retail load. If an APS Standard Offer customer elects to receive Direct Access 
service, the transmission rights to serve that customer’s load are allocated from APS 
to the retail supplier. The retail supplier gets the same transmission rights that A P S  
had to meet that customer’s load. 

Transmission facilities have been planned over many years to ensure that there is 
adequate transmission capability to reliably serve retail customers. The system was 
never designed so that every unknown future merchant generator, wherever sited, 
could access every potential customer delivery point, wherever located, on demand. 
No generator or group of generators would be willing to pay for such a system. 
Indeed, many Arizona generators sited their plants and requested only interconnection 
service. These generators did not make any arrangements for transmission service 
independent of their interconnection, intending to place that obligation on the hoped- 
for but then unknown buyers of their output. 

Additionally, the current system depends on a mix of local generation and 
transmission to provide voltage support and meet demand in urban areas. Local 
generation is a necessary and useful element of an integrated electric grid that 
provides increased reliability to the system. Thus, adding redundant transmission 
facilities in an effort to eliminate reliance on local generation is neither cost-effective 
nor desirable. 

Today, enough transmission capacity exists to accommodate the import and 
export of all Palo Verde interconnected capacity through 2002. By 2003, the planned 
transmission projects of APS and SRP will further expand that capability. However, 
if all publicly announced generating units to be interconnected at Palo Verde are 
actually built, merchant generators would probably have to request some additional 
transmission capacity beyond that already planned to simultaneously access desired 
markets. Such new transmission capacity would not be needed to serve load, and 
therefore would have to be economically justified or funded by merchant generators 
or other third parties. 

2. What plans are in place to relieve transmission constraints? 

APS, as well as other Arizona utilities, generators, and federal power marketing 
administrations, have plans to construct additional transmission in Arizona. 
Significant projects to relieve local import constraints include the Palo Verde to 
Southwest Valley 500 kV project (2003), the Palo Verde to Southeast Valley 500 kV 
project (2006), and the Palo Verde to Table Mesa 500 kV project (2008). The Palo 
Verde to Southeast Valley project has been proposed by SRP, and APS is considering 
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participating in the project. There are numerous other projects which are included in 
APS’ 2002-2011 Ten Year Plan, which was filed with the Commission on January 
3 1, 2002. These projects and others will provide additional transmission import 
capability to accommodate load growth. 

In the hture, transmission system planning will be largely undertaken in concert 
with WestConnect through an open, top down-bottom up process that includes all 
stakeholders, generators and transmission providers. The WestConnect model is 
designed to meet load needs and ensure competitive market access at the lowest 
possible cost. To achieve this, Westconnect will establish a Regional Transmission 
Expansion Plan on at least an annual basis, with input from a transmission planning 
workgroup in which the transmission owners will be required to participate and which 
will be open to all WestConnect stakeholders, generators and interested parties. Any 
participating transmission owner, such as APS, or any market participant may 
propose a project to be included in the Regional Transmission Expansion Plan. 
Additionally, on at least an annual basis, each participating transmission provider will 
be required to provide its ten-year expansion plan for its service territory. The 
Regional Transmission Expansion Plan will be easily accessible through a posting on 
the WestConnect website. 

In its plan formulation, the independent board of WestConnect will consider 
proposed expansion plans of market participants, grid reliability, obligations to serve 
native load, economic and environmental considerations, and the continued 
development of a robust competitive wholesale marketplace. WestConnect upgrades 
will consider economic alternatives such as additions or expansion of generating 
units, the use of DSM or distributed generation, and other alternatives such as 
potential replacements, additions, or expansions of facilities. Participating 
transmission providers are responsible for siting, permitting and constructing facilities 
on their systems to support WestConnect upgrades. Costs of new facilities will be 
recovered through the transmission provider’s access area rates when the facilities are 
owned by the transmission provider and through WestConnect grid charges when 
owned by WestConnect or a third party. 

3. How long will it take to relieve any existing transmission constraints and 
what factors are affecting and will affect prospects for relief? 

The planned transmission additions discussed above should relieve known 
transmission constraints from a reliability perspective. However, transmission 
constraints will ebb and flow with load growth, as new transmission lines are 
constructed, and as new generation is sited. APS does not believe it appropriate to 
“overbuild” transmission at its customers’ expense simply to accommodate a 
speculative need for any given merchant power plant to reach any market in the West. 
Also, with Valley load approaching 9000 MW, APS believes there will always be a 
desire for local generation in the summer to maintain system reliability. 
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4. Are the owners of constrained transmission facilities, or holders of 
transmission rights, able to use their control to affect market prices? 

For FERC-jurisdictional transmission owners such as APS, transmission rates are 
regulated on a cost-of-service basis with wheeling directed pursuant to Order 888. 
These transmission wheeling rates must be posted on OASIS systems and cannot be 
resold for profit. Thus, there are no market-based transmission rates at this time. 
Public power entities are not directly regulated by FERC, but many have reciprocity 
tariffs on file with similar provisions to FERC-jurisdictional entities. 

Regarding wholesale markets generally, owners of constrained transmission 
facilities or holders of transmission rights are not able to use that control to affect 
market prices in the long term, and are limited in their ability to affect short-term 
prices. With respect to the long term, owners of transmission facilities are subject to 
orders under the Federal Power Act that can mandate the construction of new 
transmission facilities to eliminate the constraint, subject to state siting and other 
requirements. In addition, to the extent transmission service is available on such 
constrained facilities, it must be provided on a non-discriminatory basis, at least with 
respect to those providers that are subject to FERC jurisdiction. With respect to the 
short term, holders of transmission rights may be subject to investigation for hoarding 
and not using the transmission capability; moreover, to the extent they do not use 
their rights, transmission service may be available to others on a non-firm basis. 
Finally, the rights to constrained transmission facilities used to serve native load 
customers goes with that native load; to the extent the retail customers change 
providers, the new providers can use the existing transmission rights over such 
facilities. Also, under the Allocated Retail Network Transmission (“ARNT”) 
provisions of APS and TEP transmission tariffs, a portion of the most valuable 
constrained facilities has been allocated on a non-pro rata basis to encourage retail 
competition. 

5. Are these transmission owners currently doing things that will allow 
them to exert more or less control in the future? If so, please detail. 

Transmission owners, including APS, TEP and SRP, that currently support 
Westconnect are creating mechanisms that will promote the elimination of 
transmission constraints and the beneficial use of existing transmission which will 
facilitate competitive markets. 

6. Will the transmission system be adequate prospectively (e.g., in the next, 
5,10,15,20 years) to deliver power from new generation plants? 

This is difficult to forecast because it depends on which new generation plants are 
actually built, where and when they are built, their total capacity, and what loads are 
served. Of course, it would be imprudent to plan a transmission system that allowed 
for the simultaneous transfer of all generation along all possible transmission paths. 
Also, the siting and construction of new transmission adds to the electrical analysis 
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associated with interconnecting new generation to the grid. With this said, it is 
possible that in the short term, the transmission system may not be adequate to 
simultaneously accommodate &l new planned generation. However, there will still be 
the need for ancillary services and reserves from some plants, in addition to 
dispatched power. APS believes that transmission is and will be adequate to serve its 
retail customers. Moreover, in the long term, WestConnect should be involved in 
long-range planning to address these issues. 

7. Is the natural gas pipeline infrastructure adequate to support all 
proposed new gas-Bred generation plants? How many plants can it 
support? 

Most new gas-fired generating plants in Arizona are to be sited on or near the El 
Paso Natural Gas south mainline. Based on current pipeline operating capacity, APS 
does not believe enough physical capacity exists on this pipeline to support peak 
demand requirements of all current and proposed gas-fired generation. The number of 
gas-fired generating plants that can be supported is a function of day-to-day 
conditions related to load demand and market price, so APS cannot answer “how 
many” plants can be supported. APS would, however, note that two significant gas 
storage projects have been announced for future construction in Mohave County. 
These projects should mitigate the natural gas constraints discussed above. 

8. Does the transmission and distribution system facilitate or deter- 

(a) the development of renewable energy technologies? 

(b) the development of distributed generation? 

(c) the development of demand-side management and energy 
efficiency? 

Transmission and distribution facilities (that is, the actual hardware) would not, 
generally speaking, have any direct impact on the development of renewable energy 
technologies when renewable energy technologies operate as substitutes for central 
station resources. 

In general, utility delivery systems have not been planned, engineered, 
constructed and operated to effectively, efficiently and safely interconnect with 
distributed generation installed by customers. Thus, the new technologies often 
require investments in hardware and processes. These additional costs, less any 
demonstrable system benefits, should be recovered fiom those who impose the costs 
on the system, thus deterring unsound investments. In contrast to distributed 
generation, DSM and energy efficiency equipment is generally installed on the 
customer side of the meter. Such technologies therefore do not manifest the same 
issues as discussed above, and are not generally affected by facilities on the 
transmission or distribution systems. 
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C. Regarding competitive bidding- 

1. Identify with particularity any adverse consequences that would result 
from Commission approval of a substantial variance to the electric 
competition rules that require competitive bidding for 50% of the electric 
supply for standard offer customers, starting in 2003. Specifically: 

(a) How would retail customers be affected? 

There would be no adverse consequences to retail customers resulting from any 
such variance to Rule 1606(B). Retail customers benefit from reliable power supplies 
at stable and reasonable prices. To the extent that a variance to Rule 1606(B) of the 
Electric Competition Rules improves generation supplies to Standard Offer 
customers, it will benefit customers who take Standard Offer Service. Conversely, a 
Standard Offer Service that becomes less attractive as a result of a variance in the 
rules will be less valuable to customers. APS believes that the variance it is 
requesting benefits its Standard Offer customers in all respects without in any way 
prejudicing those customers wishing to try Direct Access. 

The fact that Arizonans have retail access creates a “win-win” opportunity to the 
extent that Standard Offer prices are formed on a basis different from the competitive 
generation market underlying retail Direct Access service. The ability to move off 
Standard Offer Service if it becomes economically unattractive to a customer means 
that if, contrary to APS’ expectations, the proposed PPA is at higher-than-market 
rates for generation, retail customers could avail themselves of the lower rates in the 
retail Direct Access markets. If, as APS expects, the proposed variance and PPA 
reduce costs to Standard Offer customers relative to the costs absent a variance, 
customers are protected from the higher and more variable prices in the competitive 
market. 

(b) How would retail generation competition be affected? 

There should be no net negative effect on retail generation competition. Indeed, 
even if one were to posit a “market” consisting only of sales to meet APS’ Standard 
Offer requirements, Mr. Davis discussed in his testimony in the variance proceeding 
the substantial opportunities that will remain available to competing generators. 
These include an increasing competitive bid component between now and 2008 (a 
total of 1,620 MW) and the provision of Supplemental and Replacement Energy 
Products. 

If retail generation competition means competition to serve retail loads in 
Arizona, granting the proposed variance and approving the proposed contract with 
PWCC would eliminate a competing generator’s opportunity to compete for the load 
that will be covered by the contract, but would not eliminate the ability of that 
generator to compete for retail load through an ESP. Thus, the result of the proposed 
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contract would remove a like amount of PWCC capacity and energy from the market 
in which the remaining generators compete. Since the PWCC capacity has as low or 
lower costs than competing capacity (or locational and flexibility advantages that are 
not duplicated) the PWCC capacity will find its place in the market. The sole effect 
on competing generators will be that they would forgo some of the Standard Offer 
portion of the market, but not the remaining competitive market for retail Direct 
Access, exports, and supplemental energy. These markets are materially larger than 
the portion of the market at issue in the variance. In fact, the Arizona, New Mexico 
and Southern Nevada region accounted for only 16.6 percent of loads and 15.9 
percent of resources in the WSCC in 2000. 

(c) How would wholesale generation competition be affected? 

As explained by APS’ testimony in Docket No. E-01 345A-01-0822, the variance 
that APS is proposing would not affect the supply and demand balance in Arizona or 
the southern WSCC. Hence, the total demand to be met and the market price at which 
the market should clear are not affected by the proposed variance. 

2. Are sufficient competitors available for an effective bidding process for 
50% of standard offer service? A higher or lower percentage? 

As discussed above, APS believes that current market conditions do not support 
competitively bidding 50 percent of APS’ Standard Offer load in 2003. All existing 
non-PWCC merchant competitors in Arizona combined could not meet half of APS’ 
load beginning in January 2003. APS has no specific knowledge of out-of-state 
generators interested in bidding for APS’ load (or of all in-state or out-of-state 
obligations already accrued by merchant generators in Arizona). There is certainly a 
lack of geographical diversity of new merchant generators, most of whom are 
locating near the Palo Verde hub. Further, generators competing from outside of 
Arizona would have to deal with pancaking of transmission rates and compounding of 
line losses until an RTO is hc t iona l  in the Desert Southwest, increasing the cost to 
competitively serve Arizona customers. If this analysis is spread across all UDCs and 
load serving entities in Arizona, APS believes that a significantly lower percentage of 
Standard Offer service could be effectively bid out, but such specific percentage 
would depend on the area in question and the projected date of such bidding. 

3. Can retail competition develop if current rules are modified to allow a 
utility to procure all its generation for standard service from an 
affiliated company? 

First of all, the current rules would allow a utility to obtain &l of its generation 
from an affiliated company if that affiliated company won that portion of the load that 
was competitively bid and was selected by the UDC. The issue is not related to the 
affiliation of any specific generator, but on the relative price levels of generators, and 
between Standard Offer Service and Direct Access rates that a competitive ESP is 
willing to offer customers. 
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Standard Offer Service is a non-competitive service. Retail competition will 
succeed or fail depending on whether competitors can provide price and non-price 
terms to customers that the customers find more attractive than Standard Offer 
Service. Thus, if a modification of the rules results in a more attractive Standard 
Offer, retail competition may suffer in the short term, but customers will benefit from 
lower prices. 

4. How would retail competition be affected by other deviations to the 
competitive bid rules? Be specific about the changes in the rules and 
their consequences. 

It is not likely that any change to the “competitive bid rules” would adversely 
affect retail competition in Arizona. That competition is primarily dependent on the 
absence of legal and regulatory barriers to market entry, flexible pricing authority, 
and stability in the wholesale generation market. Indeed, retaining the existing 
competitive bid requirement could hurt retail competition and especially retail 
customers by making Standard Offer Service an unattractive alternative for those 
customers most likely to rely on such service. 

5. Instead of entertaining individual requests for substantial variances to 
the competitive bid requirements, should the Commission proceed on a 
generic basis to modifv the rules for competitive bidding? 

Prior to the Company’s October 18, 2001 filing, the Commission was already 
considering a variance request to Rule 1606(B) filed by Citizens Communications 
Company. Subsequent to APS’ filing, TEP has requested a simple one-year delay 
rather than a comprehensive alternative proposal such as the Company’s. No other 
investor-owned Affected Utilities-and only investor-owned Affected Utilities are 
subject to Rule 1606(B)-have filed requests for variances. Each of the three 
companies that have asked for modification or postponement of Rule 1606(B) are 
uniquely situated and are making discrete proposals that do not lend themselves to 
generic treatment. Moreover, the Commission has used the variance procedure 
outlined in Rule 1614(C) even when all Affected Utilities were requesting the 
identical variance. See, e.g., Decision No. 63316 (January 11, 2001) (permitting all 
Affected Utilities to engage in competitive metering and meter reading for residential 
customers despite prohibition in Rule 161 5). 

6. If the Commission would change the 50% bidding requirement for 
standard offer service, are there other specific measures the Commission 
can take to promote retail competition ? 

As noted above, the bidding requirement is independent of the issue of retail 
competition. That being said, APS believes that there are several specific measures 
that the Commission can take to promote retail competition, including the following: 
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0 streamlining the certification process, 
0 exercising the authority to waive regulatory requirements intended for 

monopoly services as permitted under House Bill 2663; 
0 removing one element of legal uncertainty by submitting the Electric 

Competition Rules to the Attorney General as directed by Judge Campbell, 
providing strong regulatory support for WestConnect, and 

0 preserving Standard Offer Service and those entities that provide it as viable 
economic options for customers. 

D. Regarding the pricing of power supply contract rates- 

1. Identify any advantages that would result i f  the Commission approved a 
long-term supply contract for standard offer customers that was based 
solely on cost-based rates. (Your answer should define “long term” as 
compared with “short term” contract.)’ 

The relevant facts are the terms of the contract, not whether a contract is styled as 
a market or cost-based contract. Formally, the contract proposed between PWCC and 
APS is a market rate contract under PWCC’s market rate tariff. However, as 
explained in APS’ testimony in Docket No. E-O1345A-01-0822, the terms of the 
contract are generally derived on a cost-of-service basis. The benefits associated with 
a long-term PPA like the one proposed by APS include: 

0 Overall price stability and predictability with an increasing market-based 
component. 

0 Fuel diversification of generation resources leading to lower prices and less 
volatility based on natural gas price fluctuations. 

0 Geographic and technological diversification leading to increased reliability. 
0 Proven track record of plants involved on a system that was designed to 

accommodate the mix of plants reflected in the PPA. 
0 Customers can leave Standard Offer service if the competitive market 

produces better results than the PPA. 
0 Ownership of a responsibility to provide reliable supply. 

If, however, the focus is solely on the fact that a contract is long term and is not 
tied to escalating and fluctuating market prices, the primary benefits are that the 
contract price is likely to escalate less rapidly than the market price since the latter is 
closely related to the price of gas, which is expected to escalate in real terms. Also, 
such a contract is likely to be far less volatile than the spot, day-ahead, month-ahead 
and annual market price, since these also are affected by the price of gas as well as by 

Commission Staff agreed to conduct a generic investigation concerning such waivers during the 6 

course of the Commission’s consideration of the 1999 APS Settlement. 

Long- versus short-term can have significantly different meanings based on context. For purposes I 

of this question, however, APS would define a long-term contract as a contract of five years or longer. 
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the “boom-bust” cycles in the wholesale generating market and by the vagaries of 
weather. Either shorter term market-based contracts or long-term contracts that have 
clauses that relate contract terms to market prices will suffer by comparison. 

2. What if the contracts are based solely on market-based rates? 

See the answer to the previous question. If the contract merely provides for the 
sale of a specified amount of power at rates periodically trued to the market (e.g., 
daily or annually), the risks of this to APS in the context of retail access and its 
customers are self-evident. In California, where the UDCs could not pass purely 
market-established wholesale costs through to customers due to rate freezes, this 
ultimately caused the collapse of direct access and bankruptcy or near-bankruptcy for 
affected utilities. Likewise, customers paying solely market-determined rates are 
confronted with price volatility and the potential for significant rate shock. 

3. Describe how FERC’s new approach for analyzing the ability of sellers 
with market rate authority to exercise market power affects generation 
companies selling into Arizona. 

FERC recently modified its approach to analyzing requests for market based rates. 
In a Staff Discussion Paper on September 20, 2001 and in a subsequent order on 
November 20,2001,8 FERC announced its intent to abandon the “hub and spoke” test 
used previously to determine whether to grant market rate authority in favor of a 
Supply Margin Assessment (“SMA”) test. Briefly, the test as illustrated in the 
November 20,2001 order compares the peak load in a control area to the total amount 
of supply to the area. The supply is applicant’s total installed capacity, all other 
installed capacity within the control area, and the sum of uncommitted capacity 
outside the area that can reach the area using the total transmission capacity into it. If 
capacity not owned by applicants is sufficient to meet the control area peak load 
(without reserves) then the test is passed and the applicant is granted market rate 
authority within the area. If it is failed, the applicht is deemed to be “pivotal” in 
meeting load in the area and market rate authority is granted only along with 
mitigation requirements. Sales within FERC-approved RTOs and the existing ISOs 
are exempt from the test. 

The test, which was specifically labeled “interim” and soon to be replaced with a 
more permanent test, has attracted significant adverse comment. In any event, it 
appears that all of the generators selling into the Arizona market would pass the test. 
Indeed, the nature of the test almost assures that merchant generators will not fail. A 
merchant generator, by definition, has not dedicated its capacity to meet anyone’s 
native load on a long-term contract basis. A merchant generator can be pivotal only if 
the load serving utility, plus all inbound transmission, plus any other capacity in the 
service area (e.g., Southern California Edison’s share of Palo Verde) is insufficient to 

AEP Power Marketing, Inc., et al., 97 FERC 7 6 1,2 19 (200 1). 8 
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meet the control area load. Thus, even if the SMA test survives, the same entities that 
received, or on completion would have received, market rate authority under the hub 
and spoke test will receive the same authority under SMA and it should not affect 
generating companies selling into Arizona. 

4. Does the Commission have the ability to assure that approval of a long- 
term contract would protect ratepayers receiving standard offer service 
as well as foster competition ?9 

Yes, as long as the contract does not also prohibit customers from returning to 
Standard Offer Service and as long as “fostering” competition does not entail creating 
artificial subsidies to benefit competitors instead of competition. In fact, the 
continued availability of reasonably-priced Standard Offer Service provides an 
important back-stop, especially for residential and small commercial customers often 
ignored by some competitive energy providers. It also sets a standard of price, 
reliability and service by which larger customers can measure the often bewildering 
variety of offers they may receive from ESPs. 

As noted above, a principal advantage of Commission approval of a long-term 
contract to be used in conjunction with a UDC providing Standard Offer Service is 
that such contracts can manage price volatility and reliability concerns for customers, 
while not affecting the ability of ESPs to compete for Direct Access customers. Even 
with long-term contracts associated with providing Standard Offer Service, the 
Electric Competition Rules continue to allow customers to choose Direct Access 
service if pricing or other reasons justify switching by that customer. 

Under this model, competitors will continue to seek to develop competitive 
offerings or obtain power below the price offered by the UDC without the 
Commission having to subsidize new entrants by pricing Standard Offer Service 
above the cost at which such power could be supplied &e., the long-term contract 
price). If the competitor can obtain (or construct) generation that beats the price in 
the UDC’s long-term contract, customers will presumably switch to the competitor. 
Thus, as long as the long-term contract does not prohibit customers from opting into 
or out of Direct Access, the Commission can accomplish both of the stated goals- 
protecting ratepayers without harming the development of the competitive market. 

APS assumes that “protecting” Standard Offer customers means protecting such customers from 9 

market volatility and uncertainty. e 
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2.5 Industry Events External to Arizona 

A. Describe in detail developments you believe will occur in both the wholesale and 
retail competitive electric generation markets nationally and in Arizona over the 
next 12 months, 24 months, 36 months, 48 months and 60 months. 

It is impossible to accurately predict what exactly will happen with retail and 
wholesale competitive electric generation markets over the next sixty months. Where 
within that sixty-month window an event will fall (12 months, 24 months, etc.) is even 
more uncertain. However, these markets have shown certain trends over the last couple of 
years that are likely to continue in the near future. 

First, following FERC Orders 888 and 889 and Order 2000, various Independent 
System Operator or RTO structures have been established across the nation. While some 
of these structures became fully operational, the others are still under development or 
were put on hold. In general, these entities tend to foster competition by facilitating 
energy and capacity markets, providing information on a non-discriminatory basis to all 
market participants and ensuring overall system reliability. APS certainly expects 
Westconnect to be functional well before the 60 months noted in the question. 
Westconnect will bring precisely the type of market rationalization and efficiency 
envisioned by FERC in Order 2000. 

Second, energy markets have been highly cyclical over the last couple of decades. 
There have been numerous boom and bust cycles across many regions in the United 
States and abroad. This may ultimately lead to future power shortages and a return to 
sky-high electricity prices. Although boom and bust cycles are somewhat natural to 
many commodity markets and will, to a certain extent, always remain present in energy 
markets, new market mechanisms might decrease their magnitude in the future. In 
particular, strengthening the forward markets for energy and capacity should foster 
overall market liquidity in the long term. 

Third, there is significant proposed federal legislation on the energy front. Although 
such legislation may not pass this year with the nation, Congress, and the Administration 
focused on the war against terrorism, it is more likely that some form of legislation would 
be enacted over the course of the next five years. 

Fourth, as wholesale markets become either more stable or “hedgable,” there should 
be renewed interest in direct access both in Arizona and across the country. The success 
or failure of the highly-touted direct access program in Texas will also have a significant 
impact on the way customers throughout the United States view direct access, just as the 
California experience has soured many customers and regulators on electric competition 
and restructuring. 

In this regard, it is critical to a successful Direct Access program in Arizona to have 
the “safety net” of a reasonably-priced and reliable Standard Offer Service. This will 
make customers more willing to “test the market.” APS intends to preserve the economic 

47 



Arizona Public Service Company 
Electric Policy Responses 

February 25,2002 

attractiveness, reliability and availability of that Standard Offer “safety net” through the 
proposed long-term PPA with PWCC. 

B. Is there anything the Commission should do to continue to avoid California’s 
retail electric competition experience? Please be specijk 

There are many factors which when combined, helped precipitate and exacerbate 
California’s energy problems. These include but are not limited to: 

Natural gas prices: a dramatic an unexpected rise in natural gas prices (about 
four times higher in late 2000 than in 1999); 

Strict pollution control measures: limited regulatory allowances for nitrogen 
oxides, particularly in southern California, which in turn led to a sharp increase in 
the costs of these allowances which were necessary for many units to run and 
which significantly added to their marginal costs; 

Weather patterns: unseasonably hot weather in the summer (especially in 
northern California where temperatures climbed above 100 degrees Fahrenheit in 
early June 2000) and cold weather in the winter months along with low hydro 
conditions; 

Insufficient supply: strong growth in electricity demand in the West which 
restricted western states’ ability to export power to California; 

Uncertainty as regards restructuring: uncertainty regarding the way in which 
the restructured system was to work, which led to delays in new plant 
construction inside California; 

Poor retail pricing signals: fixed rates which insulated end-users from the high 
cost of power, thus discouraging appropriate demand response early in the crisis; 

Loss of creditworthiness: as they became increasingly caught in a price squeeze 
between high wholesale power costs and fixed retail rates where the wholesale 
costs of power could not be passed through to consumers, California UDCs lost 
financial credibility thus further limiting their ability to use financial and hedging 
to lessen commodity price volatility; 

Poorly designed wholesale market; and 

Reluctance to site new generation within the state. 

For the purposes of this question, however, the most significant structural factor 
leading to the energy crisis in California was the development of a poorly designed 
wholesale market. As adopted, the energy procurement policy in California was short- 
term and prescriptive in nature. Long-term contracts were not allowed and bilateral 
contracts were discouraged. All power was purchased for consumers in a spot market 
under a bidding system that kept prices at relatively low levels when demand was low 
relative to supply. However, when demand was high, prices rose to very high levels. 
This volatility could have been hedged for at least part of the utilities’ demands. For 
several reasons, however, utilities in the state did not cover significant portions of their 
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summer load in this fashion, subjecting either them or their consumers to the volatility of 
the market. 

Given this background, there appear to be several policy objectives that the 
Commission should consider to help ensure that Arizona is spared the California 
experience. This policy agenda includes: 

C. 

Generation: maintain a favorable investment and regulatory climate for both 
affiliates of incumbents and merchant generators to ensure that enough generation 
capacity is online and ready to meet load growth; 

Long-term procurement: foster the development of supply arrangements for 
Standard Offer customers at stable prices over extended timeframes (e.g. ,  long- 
term power purchase agreements and forward contracts); 

Siting and infrastructure development: streamline the siting process and ensure 
that enough infrastructure (transmission capacity and natural gas pipeline 
capacity) is in place ready to meet growing needs and system reliability 
requirements; 

Customers: encourage retail customers to participate in real time-pricing and 
voluntary load-reduction programs; 

Divestiture: continue to support measures aimed at minimizing horizontal market 
power and vertical market power; and 

Financial health: maintain the financial strength of providers of last resort and 
honor prior regulatory commitments. 

Does the Enron bankruptcy have any lesson for retail electric competition in 
Arizona? 

To the extent that the development of a robust retail market in Arizona and elsewhere 
is dependent upon the maturation of a liquid and transparent wholesale market, the Enron 
bankruptcy will likely yield both short-term and long-term consequences. However, it is 
important to note that despite the fact that Enron was the nation’s largest marketer of gas 
and electricity, its collapse has so far had little to no effect on the supply or price of 
electricity in the retail market. In fact, the Enron bankruptcy has few if any immediate 
and direct impacts on the development of a retail electric market in Arizona or elsewhere. 
Rather, the impact of the Enron case is far more likely to affect accounting standards. 

Specifically, however, the Enron situation demonstrates that the degree to which a 
retail supplier, or a wholesale supplier on which a retail supplier relies, is not financially 
sound or adequately hedged may eventually impact the availability and price of energy 
and capacity sold at retail. This emphasizes the importance of the availability and security 
of Standard Offer Service and suggests that the financial requirements for suppliers 
should be carefully drawn up and enforced. 
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Finally, as a result of the fallout from Enron, many companies have delayed or 
cancelled investments in new capacity and some are selling assets, raising the possibility 
of tight supply markets when economic growth eventually picks up. In addition, equity 
prices of many energy companies have declined significantly, credit ratings have been 
downgraded by credit agencies, and the costs of raising capital to make needed 
investments in the nation’s energy supply infrastructure are steadily rising, adding at least 
some new risk to reliance on new or planned merchant capacity for retail end users or 
ESPs. 

D. How will FERC’s RTO initiative affect the realization of effective retail 
generation competition in Arizona? 

Conceptually, an RTO will help consumers (generally through ESPs) access more 
generation resources located in a very large geographic region in a non-discriminatory 
manner under prescribed rules, prices and protocols. Certain barriers presently exist that 
might otherwise economically preclude retail competition from a practical standpoint. 
For example, pancaked charges for transmission service, would be eliminated by virtue of 
an operational RTO. Additionally, FERC requires the RTO to be the provider of last 
resort for ancillary services including balancing services further facilitating competitive 
markets. And, the RTO will also provide a market monitoring function for the wholesale 
power markets, which is the first line of defense against the exercise of market power. 
All of these should help realize retail competition in Arizona. 

E. Do you anticipate changes in federal utility statutes to affect the jurisdiction of 
the Commission and its ability to foster retail competition in Arizona? Please 
detail. 

There currently are numerous bills related to electricity before Congress. Many bills 
concern federal budget appropriations or tax issues, and thus would be unlikely to affect 
either the Commission’s jurisdiction or the Commission’s ability to foster retail 
competition in Arizona. However, there are at least two bills currently before Congress 
with some likelihood of being passed that contain provisions that may affect the 
Commission. Whether the current Congress will or will not pass comprehensive energy 
legislation, or how such legislation would be modified from the various bills now being 
considered, is impossible to predict. Nonetheless, below APS has attempted to briefly 
highlight some of the more significant legislation that, if passed, could be responsive to 
the question. 

S. 1766, “The Bingaman Bill” 

Two provisions of the Bingaman Bill that may affect the Commission include: 
0 Requirements relating to net metering for certain eligible distributed generating 

units up to 500 kW, which might affect the utility’s ability to charge appropriate 
standby, interconnection or other charges, and additional metering. 

A renewable portfolio standard requirement for each retail electric supplier. 0 
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The Bingaman Bill contains many other provisions that relate to utility service but 

Extension of FERC jurisdiction over non-FERC-jurisdictional entities to ensure 
comparable open access rates, terms and conditions, with exemptions for smaller 
unregulated transmitting utility. 

Repeal of PUHCA and the PURPA purchase requirements. 

Increase in the threshold for FERC review of mergers from $50,000 to $1,000,000 
and expansion of FERC jurisdiction to include acquisition of generation facilities, 
natural gas facilities and holding company mergers. 

Amendments to the Federal Power Act providing factors that FERC is to consider 
in determining whether market-based rates are just and reasonable. 

may not directly affect the Commission including: 

Requirements that each broker, exchange or other “market-making entity” in the 
wholesale market provide on the Internet statistical information about the amount 
and sales prices of the sales it transacts, with protection for privileged, 
confidential or sensitive commercial or financial information. 

H.R. 3406, “The Barton Bill” 

Three provisions of the Barton Bill that may affect the Commission are: 

Requirements for net metering for eligible distributed generating units up to 250 
kW that would permit the utility to charge any incremental distribution and 
metering costs and provides for the states to set appropriate rates. 

“Backstop” federal siting authority to FERC to issue permits to site or modify 
transmission facilities when states do not act. 

Directs FERC to require each transmitting utility to participate in a fully 
operational RTO no later than 12 months after enactment; requires FERC to issue 
a proposed rule to ensure uniform market rules, including appropriate seams 
agreements; and specifies standards for RTOs previously defined in FERC Order 
No. 2000. 

The Barton Bill contains many other provisions that relate to utility service but may 

Expands FERC jurisdiction to include currently non-jurisdictional entities in order 
to ensure comparable open access rates, terms and conditions, with exemptions 
for smaller unregulated transmitting utilities. 

Repeal of PUHCA and the PUFWA purchase requirements. 

Repeal of FERC merger authority in Section 203 of the Federal Power Act. 

Expands FERC investigative and refund authority to include currently non- 
jurisdictional entities. 

not directly affect the Commission including: 
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Tax Issues 

Congress is also considering legislation on federal tax-related issues that may have an 

Provisions for a deferral (and extension of the replacement period) of gain from 
the sale of electric transmission assets to implement FERC or state electric 
restructuring policy, and the non-recognition of gain on distributions of stock to 
implement FERC or state electric restructuring policy. 

Provisions related to nuclear decommissioning trust funds which would: 
- 

- 

- 

effect on retail competition. Two such provisions included in H.R. 4 are: 
0 

0 

Repeal the limitation on deposits’into a fund based on cost of service. 

Allow continued contributions even after the funding period. 

Clarify the tax treatment of fund transfers necessitated by divestiture or 
restructuring. 

Confirm that decommissioning costs are deductible when paid. - 

2.6 System Securitv 

A. Are there compelling reasons to be concerned about security for electric 
generation facilities since the Sept 11, 2001 tragedy? Please include discussion 
of interconnection at a central location such as Palo VerdeLElassayampa. 

Certainly concern about security for electric generation facilities and other critical 
infrastructure has increased since the events of September 1 1, 2001. Rendering multiple 
generating stations unavailable for long periods of time could threaten the ability to meet 
electrical demand, potentially leading to curtailments. Due to the interdependence of 
other critical infrastructure on electricity, APS and other electric power suppliers take 
very seriously any threats or potential threats to such service. 

The issue of critical infrastructure security, however, was not born from the events of 
September 11, 2001. Over three years earlier, in May 1998, President Clinton signed 
Presidential Decision Directive 63 (“PDD-63”), which recognized that certain critical 
infrastructures-including telecommunications, energy, banking and finance, 
transportation, water systems, and emergency services-are essential to the minimum 
operation of the national economy and government. PDD-63 established as a national 
goal the protection of these critical infrastructures from intentional hostile acts. 

The Department of Energy was designated the lead agency for implementing PDD- 
63, and the North American Electric Reliability Council (“NERC”) was designated lead 
agency for the electricity sector. Together, these agencies working with the industry 
established a Working Group for Critical Infrastructure Protection. In turn, the Working 
Group has developed a four-tier security model, including (1) avoidance through prudent 
policies, standards and procedures, (2) assurance through the regular evaluation of both 
physical and cyber security, (3) detection through monitoring, identification, central 
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reporting and analysis of threats and incidents, and (4) recovery and restoration, including 
the incorporation of lessons learned into the other tiers. The efforts of the Working 
Group are ongoing. 

Although APS will not reveal or discuss its specific security programs in this public 
document, APS actively monitors the Critical Infrastructure Security program and 
continues to tailor its specific security measures based on the results of the Working 
Group and other industry participants. APS believes that the industry is making 
substantial strides in better protecting critical infrastructure from both physical security 
threats and the growing threat posed by cyber-terrorism. 

Regarding specific security issues, the simultaneous outage of multiple generating 
facilities could compromise the security of the transmission grid and cause curtailments. 
Although the impact of such a scenario would be significant, the risk of multiple outages 
or damage to multiple generation facilities is considered low because of existing and 
recently improved security measures at major power plants. 

The risk is probably no greater for concentrated generation areas such as the Palo 
Verde/Hassayampa switchyards. In fact, the risks there may be lessened because of the 
increased overall security and awareness at sites of multiple facilities, and in the case of 
Palo Verde, the presence of significantly heightened security at the nuclear plant. Also, 
even though these facilities are relatively close to each other, they are still spaced far 
enough apart that it would be unlikely that one attack could damage more than one 
generating facility. APS will continue to work within the federal and industry forums to 
manage the security risks associated with these facilities. 

B. Does transferring ownership of generation facilities out from traditional 
Commission jurisdiction have any potential negative security consequences? 

Security has at least two aspects. One is the physical security of the generation 
facilities themselves, while energy security is more a reliability concept that deals with 
issues such as fuel and technology diversity, and geographic dispersion. From a physical 
security standpoint, transferring ownership of generation facilities from Commission 
jurisdiction would not likely have negative security consequences. Several federal 
agencies or bodies already have jurisdiction or are active in Critical Infrastructure 
Protection, as was discussed above. At nuclear plants, the applicable Nuclear Regulatory 
Commission and Federal Emergency Management Agency plans would continue to 
apply. At non-nuclear facilities, the operator would work with the National Infrastructure 
Protection Center (“NIPC”) and the NERC’ s Information Sharing and Analysis Center 
(“ES-ISAC”), along with other appropriate governmental authorities. 

The other aspect of security-energy security-is a concept that suggests that a state 
should diversify the resources from which its energy needs are supplied, both 
geographically and by resource type. APS does not believe that transferring ownership of 
generation facilities will result in any negative energy security consequences for several 
reasons. First, Arizona already has a broad diversity of generation resources on which to 
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draw-including coal, natural gas, nuclear, hydroelectric, and landfill gas to name the 
more significant resources. The ownership or regulatory jurisdiction of these facilities 
does not affect their impact on Arizona’s energy security situation. Second, there is 
already geographical diversity among Arizona’s generation, including numerous critical 
plants that are actually located out-of-state or jointly owned and operated with non- 
jurisdictional entities. In fact, plants located in Arizona are partially owned and operated 
by several out-of-state utilities. Finally, because the wholesale market in the Western 
United States is regional in nature, it is very unlikely that the transfer of regulatory 
authority would alter the operation of the wholesale market for power in any way that 
would impact Arizona’s energy security. 

C. What if ownership after transfer results in a foreign corporation eventually 
controlling Arizona’s generation ? 

Virtually all the new merchant plants being built in Arizona are owned by foreign 
corporations, and several existing plants are totally or partially owned by such entities 
(Cholla 4, Navajo, and the Palo Verde Nuclear Generating Station, for example) All the 
major gas pipeline capacity in place or being planned in Arizona is and will be foreign- 
owned. Thus, the specter of out-of-state corporations doing significant energy business 
in Arizona has been with us for a long time. 

APS does not believe it is likely that a single foreign corporation could ever “control” 
a majority of Arizona’s generation. However, if such an event did occur, presumably 
such an entity would not have market based rate authority and would have to offer 
generation at cost-based just and reasonable prices. Moreover, given transmission system 
limitations, it is unlikely that a foreign corporation could withhold capacity, or sell 
outside the state, in sufficient amounts to jeopardize Arizona’s energy security. If 
multiple foreign corporations controlled Arizona’s generation, they still could not 
withhold capacity or manipulate pricing without violating applicable state and federal 
laws. 

Finally, it is extremely unlikely that the state of incorporation has any bearing on a 
corporation’s business behavior. If such a corporation were to own generation in Arizona 
and sell it out-of-state, it will almost certainly be for economic, contractual or legal 
reasons unrelated to its domicile state’s parochial interests. 

D. Does such a transfer to a non-Arizona entity potentially impact security issues 
for Arizona? 

See responses to Question 2.6 B and 2.6 Cy above. 

E. Are there any positive security aspects to transferring electric generation out 
from Commission traditional regulation to a foreign corporation ? 

There are no specific security benefits to transferring generation to a foreign 
corporation as contrasted to a domestic corporation such as PWEC. There are, however, 
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benefits to utility customers from transferring generation from traditional regulation. 
These benefits include reducing customer and UDC exposure from the increasingly risk- 
laden generation business. This would relate to the concept of “energy security” 
addressed in the Company’s response to Question 2.6 B. 

F. Provide specific examples to support your answers. 

Examples of security measures and potential security impacts are provided in the 
Company’s responses to Question 2.6 A. Examples of “foreign” companies that already 
own or control generation in Arizona include, for example, PanddTECO, PG&E 
National Energy Group, Reliant Energy, Sempra, Duke Energy North America, Southern 
California Edison, El Paso Electric, Nevada Power Company, PacifiCorplScottishPower 
and Public Service Company of New Mexico. 

2.7 Vision 

Please provide your vision for how viable competitive wholesale and retail electric markets will 
(or will not) develop in Arizona. Please be specific regarding dates, the development process, 
and measures for determining at various stages how successful the process has been. 

Structurally, the Arizona wholesale market is reasonably competitive, albeit volatile and 
unpredictable. Changes in it will be evolutionary rather than revolutionary. Because Arizona 
participates in a larger market, any discussion of wholesale markets in Arizona necessarily 
entails a view of this wider market. 

In the near term, the improvement in supply and demand balances that began last summer 
will continue to take pressure off of prices and supply adequacy in the region. Restoration of 
water reservoir levels will restore a more normal pattern of inter-regional trade, in particular 
relieving Path 15 power flows north from the Desert Southwest and Southern California. A 50 
percent increase in the capacity of the Path 15 tie, scheduled for 2004, will further broaden inter- 
regional trade. 

Presuming that FERC succeeds in its RTO initiative, as appears likely, the Arizona FERC- 
jurisdictional transmission owners and transmission system users will be part of WestConnect. 
The boundaries of that RTO are not yet finally established, but if FERC follows through in 
reducing “seams issues” among RTOs-a less daunting task than the establishment of the RTOs 
themselves-the physical scope of the RTO will become relatively less important. FERC will 
seek to have the RTOs fully functioning by no later than the end of 2003, with some functions 
turned over earlier. Less clear is whether the public power entities that are not FERC 
jurisdictional will be compelled to join or will join voluntarily. 

In the near term, it is likely that there will be excess generation supply in the larger market 
where wholesale power prices in Arizona are set. How long this will persist depends on how 
much of the planned capacity is built, the rapidity with which retail prices in California are 
reduced from current high levels, how much obsolete capacity (primarily in California) is 
decommissioned, and the vagaries of weather and the business cycle. Large capacity reserve 
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margins could and most likely will lead to prices that will not return the full cost of new 
generation for the period of excess. Low prices, or indeed market recognition that they are 
coming, as already is taking place, could cause new supplies to cease entering the market by 
approximately mid-2003. This will set the stage for a period of reserve margin tightening and, 
quite possibly, another future period of inadequate supply and increased price volatility. 

In viewing the prospects for wholesale market performance, it is important to consider the 
role of Arizona in the overall Western grid. Competitive wholesale prices in Arizona are and 
likely will continue to be driven by prices in California, no matter how much one might wish to 
disconnect them. FERC rules and the Constitution will not permit interference with interstate 
trading so that one state can benefit at the expense of another. For related reasons, in a 
competitive context “integrated resource planning” and state-level analyses of supply sufficiency 
are largely obsolete concepts. Because of certain inherent advantages as a site for power plants 
relative to southern California and southern Nevada, Arizona is likely to continue to export 
electricity. Accordingly, Arizona competitive prices should rise to scarcity levels long before 
Arizona itself faces any capacity deficiency and irrespective of who owns or controls the power 
plants in Arizona. 

One tool that most commentators agree is useful or even vital to help the wholesale market to 
self-regulate supply and demand imbalances is to create more interruptible demand, preferably 
through real-time demand response to spiking energy and capacity prices. While the metering, 
tariff and contract offerings supporting demand response are retail activities, they have important 
implications for preserving reliability and moderating price spikes at the wholesale level. 
However, demand response is somewhat more limited in its potential in Arizona than in many 
other areas due to relatively small industrial process use of electricity and the prolonged 
elevation of temperatures on peak days. 

While wholesale market operation will fall primarily within the purview of FERC, the 
Commission has a number of significant roles to play. It has the power to limit (or expedite) 
supply through its facility siting authority-though the California experience and the openness of 
interstate trading caution against artificially restricting supplies. The Commission continues to 
have a role in encouraging “green power,” potentially beyond that which customers will elect 
voluntarily by taking service from green retail access providers or under green tariffs. It can also 
play a major role in creating price responsive demand. 

The crystal ball about retail competition is cloudier. As discussed above, mass-market retail 
access may not take root if customers can remain on Standard Offer Service at prices at or below 
market. If the Commission wants to see retail competition substituting for Standard Offer 
Service for the mass of customers, it must either force them to leave Standard Offer Service or 
cause the state’s utilities to increase Standard Offer prices to above market-neither of which are 
measures that A P S  believes are appropriate. However, a few state commissions have done this. 
Even some that thought that they were doing so failed to, when increasing gas costs raised 
market prices to above frozen standard offer tariffs. Most, however, have sought to keep standard 
offer prices at or below market by either continuing to cost-regulate generation, using buy-back 
contracts with generation affiliates that are effectively cost of service, or by allowing the pass- 
though of power acquired at market rates with no significant mark-up. 
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Looking out farther into the future, it is difficult to tell whether retail access will succeed or 
fail on a national level. Either of two paradigms is likely. Which prevails will depend on 
whether consumers and policymakers conclude that despite the attraction of choice, there simply 
is not enough scope for superior performance in retailing to merit the regulatory, marketing, and 
other costs of retail access. 

Additionally, the likelihood of successful mass market retail access depends on the behavior 
of the existing utilities. When retail access first was given serious consideration in the early 
199Os, many utilities were perceived as unresponsive to customers, bloated and inefficient, and 
less competent than non-utilities in purchasing fuels and services and buying and generating 
power. The threat of competition has had a very salutary effect on utilities. Had they not 
changed, it is likely that retail access would have been more popular and more successful. 

PWCC and APS remain committed to retail access. They equally are committed to providing 
reasonably-priced, reliable, and high-quality service to customers through the Standard Offer. 
Both objectives are satisfied by APS’ proposed variance and the Purchase Power Agreement. To 
APS, such a strategy will offer a “win-win” situation for its customers regardless of what 
developments occur in the foreseeable future. 
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SECTION I11 
COMMISSIONER SPITZER’S JANUARY 22,2002 LETTER’O 

3.1 Renewable Energy Issues 

1. In a vertically integrated utility model, what incentives (regulatory, financial 
and ratemaking) exist for the expanded use of renewable energies? 

APS has long attempted to foster renewable energy programs that meet customer 
demand for such energy. However, traditional regulatory principles required rate- 
regulated utilities to engage in least-cost planning and to only acquire resources pursuant 
to such planning. Renewable energy technologies (excluding hydro) were not and are not 
cost-effective compared to existing fossil and nuclear generation facilities or even to new 
gas-fired plants. Thus, under traditional regulation, it was often necessary for renewable 
energy sources to receive explicit or implicit regulatory support or for the cost of the 
renewable to be “bought down” through government or private contributions. 

Explicit regulatory support includes mandatory programs directly funded through 
rates, often through a dedicated revenue source especially created for that purpose. 
Implicit regulatory support occurs when voluntary utility programs to foster renewables 
generally receive full recovery during general rate proceedings. Additionally, APS 
believes that it is important to provide for cost-benefit or similar analyses of such 
programs to ensure that a program is effective from both a policy and practical 
standpoint. 

Government contributions to utility renewable programs can come in several forms, 
but most often are in the form of tax credits or direct grants. Private contributions may 
come from large foundations, public interest groups such as the Law Fund, or from 
individual ratepayers of the utilities. 

This last type of renewable program, in which consumers are willing to pay more for 
renewable energy, is particularly popular under both industry models. For example, the 
Department of Energy reports that “more than 80 regulated utilities spanning nearly 30 
states offer ‘green pricing’ programs.” In Arizona, APS has implemented several green 
power initiatives, including Solar Partners. In virtually all of these cases, including the 
Solar Partner program, participants are not required to pick up the entire additional cost 
of renewable energy. Thus, the balance of the shortfall in absorbed by the general body 
of the utility’s customers as an example of implicit regulatory support of the type 
discussed above. 

lo For purposes of all of its responses, APS considers the period of time prior to 1999 as the “period 
of reliance on the vertically integrated utility model” and the period since 1999 as the period “since 
Arizona’s adoption of a competitive electric market model.” APS also interprets the term “vertically 
integrated utility” to refer to an electric public service corporation having the exclusive right to sell 
electric power at retail within a specified geographical area whether or not the utility is actually vertically 
integrated in the economic sense (e.g., APS) or is simply an electric distribution company (e.g., Citizens 
Communications Company). 
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In its response to Question No. 5, APS will discuss in more detail some of the other 
renewable programs that have received either explicit or implicit regulatory support from 
the Commission under what the Question describes as the vertically integrated model. 
Suffice it to say that regulators and utilities were influenced to support renewables under 
this model for precisely the same reasons they do today-environmental concerns, 
desires to help develop the renewable technologies as part of long-term resource 
diversity, and economic development of local industries. The industry model does not 
affect the motivations of regulators and utilities in promoting renewable programs, but it 
can affect their ability to essentially force electric consumers to pay for these programs. 

One way to promote renewable resources and technologies without impacting utility 
rates (an important consideration under either industry model) is direct government or 
private grants. Government has to some extent provided tax incentives and direct grants. 
Attached at Appendix is a copy of the Joint Committee on Taxation, Description of S. 

This 
document both provides a discussion of each present tax incentive for renewable energy 
and other energy efficiency-related programs and a discussion of proposals now being 
considered by Congress for such incentives. 

, “Energy Tax Incentives Act of 2002” (JCX-2-02), February 11, 2002. 

To the extent that government permits the monetization of environmental benefits 
through tradable emissions credits programs, this can constitute an indirect form of 
government contribution to renewable energy. Regulators under either model can and 
should promote the initiation of additional tax incentives or more refined pollution 
trading credit programs that provide financial incentives to invest in renewable 
technologies and use renewable energy to serve the utility’s customers. 

2. In a competitive market model, what incentives (regulatory, financial and 
ratemaking) exist for the expanded use of renewable energies? 

Profitability is the primary incentive in a competitive energy model. If enough 
consumers are willing to purchase “green power’’ at premium rates, there are profits to be 
realized. In fact, actual experience in other states that have restructured energy markets 
suggests that there will be providers other than the incumbent utilities that will offer 
consumers electricity from renewable sources and that some customers are willing to pay 
for green power. The Department of Energy reports that there are eight marketers 
supplying green power in Pennsylvania, two in New England states, and two in New 
Jersey. According to the California Energy Commission, last year in California there 
were three providers of wholesale green power and six retail providers. Giving 
competitive providers pricing flexibility and the ability to segment their potential market 
(ie., only serve those interested in green energy at whatever price they can get in the 
market) creates a powerful incentive for these types of providers to actively market 
renewables under this particular industry model. 

In several states, the free market has been considered inadequate and as a component 
of the restructuring process, regulators have developed programs to affirmatively 
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encourage the development of green power. In California, for example, consumers who 
sign up with a Commission-approved green power marketer are eligible to receive a 
subsidy. Regulators may also choose to require that the state’s overall generation mix 
include a certain minimum amount of energy from renewable technologies and at least 
attempt to provide rate recovery for any non-economic costs. 

In the regulated model, regulators can promote the initiation of additional tax 
incentives or pollution trading credit programs that will provide financial incentives to 
invest in renewable technologies. Private entities can also contribute as under the 
vertically integrated model. 

3. In a vertically integrated utility model, what disincentives (regulatory, financial 
and ratemaking) exist for the expanded use of renewable energies? 

Renewable energy is generally is more costly than electricity generated from fossil 
fuel plants. If regulators require resources to be purchased on a least-cost basis, 
renewable energy will be disadvantaged under most circumstances. Such regulatory 
disincentives may either be direct (e.g., resource planning regulations requiring least cost 
and prohibiting the acquisition of non-approved resources) or indirect (higher cost of 
renewable energy resources disallowed in rate setting). Because of the lack of regulatory 
support and approval, the financing of major renewable projects by utility companies is 
difficult if not impossible. 

4. In a competitive market model, what disincentives exist for the expanded use of 
renewable energies? 

As under the vertically-integrated model, cost is the issue along with the presence or 
absence of customer demand for renewable energy products. Moreover, most competitive 
firms have higher required rates of return than do regulated utilities, thus discouraging 
even those projects with positive long-term economics. As noted above, these can be at 
least partially off-set through product differentiation, aggressive marketing, pricing 
flexibility and government programs such as the Environmental Portfolio Standard. 

5. During Arizona’s period of reliance on the vertically integrated utility model, 
what renewable energy programs were enacted in Arizona? 

These answers are specific to APS and will address the period of time prior to 1999 as 
the “period of reliance on the vertically integrated utility model” and the period of time 
since 1999 as the “adoption of a competitive electric market model.” 

APS’ involvement in renewable energy dates from the 1950s when A P S  helped 
establish the first solar energy group in the world. In the 1970s, APS built the largest 
photovoltaic system in the world up to that time. These efforts led to the development of 
the APS Solar Test and Research Center (the STAR Center), where A P S ,  with the 
Commission’s approval, began a comprehensive program for the development and testing 
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of solar technologies. At the STAR Center, APS tested and developed as many as 40 
different solar and related technologies. 

Up to 1999, APS solar programs were funded through the EEASE Fund program. 
EEASE is an acronym for Energy Efficiency and Solar Energy. This program provided 
APS with $3 million per year to pursue a goal of developing 12 MW of cost-effective 
solar capacity. Most of this funding went directly to testing and development of solar 
technologies with the objective of developing cost-effective solar technologies. 

The result of that program was APS’ introduction in 1994 of the Remote Solar 
Electric Services where APS began providing customers that live off-grid (greater than 
one-half mile from power lines) solar electric systems as an alternative to a conventional 
line extension. APS currently has provided systems to 39 customers (residential and 
commercial) under this program and publicized the solar option to hundreds of such 
customers each year. 

In 1996, APS launched its Solar Partner program, the first such program to be offered 
to customers by any utility in the state. This is a “green power” program where customers 
have the option to pay a small premium each month to support the development of 
commercial solar generating technologies. 

As a result of the Solar Partner program, through the end of 1998, APS built nearly 
500 kW of commercial solar power plants throughout the state and signed up over 1500 
customers as Solar Partners. All the money contributed by Solar Partners is used to fund 
the construction of additional solar power plants in Arizona. 

In addition to solar, APS has participated aggressively in the testing and analysis of 
other renewable technologies such as wind, landfill gas, fuel cells, and microturbines as 
possible future renewable energy sources for our customers. Hydrogen technologies, 
fuels cells and microturbines have also been evaluated at the STAR Center. APS has also 
been a leader in the development and testing of alternative fueled vehicles. 

6. Since Arizona’s adoption of a competitive electric market model, what 
renewable energy programs have been enacted in Arizona? 

With the introduction of the competitive electric market in Arizona, APS continued to 
expand the STAR Center, provide off-grid customers with a solar option and grow the 
Solar Partner program. The STAR Center has been instrumental in the development and 
first deployment of concentrating solar technologies that use the most efficient 
photovoltaic cells in the world. The STAR Center has played a key role in the 
development of dish-Stirling technologies. Also, at STAR, two new methods of tracking 
photovoltaic systems have been developed and tested, leading to the deployment of 
hundreds of kW of new solar power plants by A P S .  APS continues to provide off-grid 
customers with the option to choose solar over a line extension. 10- 15 customers per year 
typically choose this option. 
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In 2000, APS transitioned the Solar Partner program from the sale of 100 W 
increments of solar generating capacity to selling 15 kWh blocks of solar energy for a 
premium of $2.64 per 15 kWh block of energy. This is to help mainstream the purchase 
of solar power for customers into the more familiar kWh realm for energy sales. By 2002 
over 2,800 APS customers had purchased one or more 15 kWh blocks of electricity with 
several commercial customers choosing to pay in excess of $500 per month to support the 
use of solar generating technologies by APS. APS currently has 1.23 MW of commercial 
solar generating capacity on line to support these customers’ needs. 

In 2001, the Commission adopted the Environmental Portfolio Standard, a rule that 
calls for all electrical distribution companies to provide a minimum of their energy from 
renewable resources including at least half from solar beginning in 200 1. APS will collect 
about $6 million per year from customers to help meet this requirement, and APS has met 
this requirement in 2001. APS will install about 1 MW of additional solar in 2002 and 
expects to install or participate in the installation of 4 MW of biomass projects. 

3.2 Generation Construction Incentives and Disincentives 

7. Under the vertically integrated utility model, what incentives exist to build 
newerplants that are less damaging to the environment to replace older, dirtier 
plants? 

As a preliminary matter, not all new plants will be “less damaging” to the 
environment than existing plants. Many existing plants are remotely located in areas 
where any environmental impacts affect fewer people, or use pollution control equipment 
that makes them relatively clean compared to other facilities (both electric and general 
industrial). Further, retiring existing plants may require other trade offs, such as 
diminished fuel and geographical diversity which could affect overall system reliability, 
increased operating costs, and lost investment from commissioning new plants and 
retiring existing facilities. And, newer plants may involve trade offs among impacts, such 
as lower air emissions but higher water use or higher visual and land use impacts. 

Over time, a utility will build new capacity to meet growing demand. These facilities, 
which use current generation technology, generally operate “cleaner” in an empirical 
sense than older plants, thus reducing average emissions. In order for a newer facility to 
actually replace an existing plant, one returns to the same considerations as discussed in 
response to Question Nos. 1 and 3. In other words, under the vertically integrated utility 
model, the only incentives are economic and regulatory, and since the economic 
incentives to the utility are largely dictated by regulatory action, it is really the latter that 
is the primary incentive. 

If the newer, cleaner plant also reduces the utility’s revenue requirements, the 
incentive to construct is direct and compelling. If it does not, regulators (which include 
environmental regulators) must do one of two things-either change the economics of the 
situation or mandate the newer plant irrespective of economics. 
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The effective cost of the newer plant can be reduced indirectly through regulatory 
initiatives such as environmental credit trading programs or more streamlined siting 
procedures for newer plants. The more direct way is through ratepayer or tax subsidies 
for the newer facilities. 

The latter change can come either through the resource planning process or through 
resource portfolio mandates. Although traditionally focused on least-cost planning, many 
states also factored resource diversity and environmental externalities into their planning 
process. Similarly, portfolio standards effectively establish a technology quota system 
that is more or less independent of economic considerations, at least in the short-run. 

8. Under the competitive electric market model, what incentives exist to build 
newer plants that are less damaging to the environment to replace older, dirtier 
plants? 

The incentives are the same as under the vertically integrated model-eonomics and 
regulatory mandates. Indeed, the reason that newer plants are generally “cleaner” than 
existing plants has little to do with the identity of the project developer (utility or 
merchant) or the degree of utility commission regulation but more with (1) the enactment 
of stricter emissions and pollution control requirements by environmental agencies, and 
(2) technological improvements partly driven by these stricter requirements. However, 
the means by which these incentives can be realized, especially on the economic side, can 
be significantly different. Over the past several years, companies have built or announced 
plans to build tens of thousands of megawatts of new generation capacity in the West. 
The extent to which these newer units displace the older units is dependent upon the 
ability of these newer plants to produce energy at costs below the marginal costs of the 
older units. However, it is clear that the new breed of generators has pricing flexibility 
and the ability to freely access diverse markets both in and out of the local region that 
gives their facilities added value in this competition. 

Stricter environmental regulation along with tradable environmental credit programs 
effectively raise the costs of older units and reduce the costs of newer units. The fact that 
the economic gains thus realized by new entrants are not capped by rate-of-return 
regulation makes the incentive for more efficiency and, not coincidentally, more 
environmental benefit all the greater. Moreover, the ability to realize extraordinary 
returns on one generation of plants makes it easier and cheaper to secure financing for the 
next generation of plants, thus potentially accelerating the process of technological 
innovation even further. 

As under the vertically integrated model, regulators can attempt to alter the 
economics of the “old versus new” competition through environmental regulations and 
siting policies. Similarly, tax policies and government funding of new generation 
technologies (e.g., fluidized bed coal plants or biomass generators) are also incentives 
that work under either model. 
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9. Under the vertically integrated utility model, what disincentives (regulatory, 
financial and ratemaking) exist to build newer plants that are less damaging to 
the environment to replace older, dirtier plants? 

If regulators require such decisions to be based solely on economics or reliability 
concerns, it is often difficult to justify a new plant even if it has lower operating costs in 
addition to superior environmental performance. This may be because the older facility 
(which may be in full compliance with applicable pollution limits) has much lower fixed 
costs than the new facility, thus offsetting its higher operating costs. In such an instance, 
the older plant would not be replaced, at least in the short term. This would also be the 
case under a competitive model, so the economic disincentive to premature retirement of 
generation is not a one unique to regulation. 

Another disincentive under either regime is the difficulty in siting new facilities. 
Often they cannot be sited at all or only under conditions that make it difficult to compete 
with existing plants not under similar restrictions. Because the number and location of 
available new sites is limited, they tend to cluster around transmission hubs, leaving them 
subject to transmission congestion not faced by the existing, more geographically diverse 
portfolio of generation. 

However, under regulation there may be an economic disincentive to replace the 
older unit even if the older facility also has higher fixed costs because traditional 
ratemaking necessarily considers recovery of sunk costs in evaluating the economics of 
new resource additions. Thus, the savings from the new plant may be offset completely 
or at least for some period of time by the need to also recover the undepreciated cost of 
the old plant that was built with regulatory approval and in furtherance of a utility’s 
obligation to serve. Raising rates, even if only in the short run and in the interests of 
longer term net benefits, is politically unpopular and creates issues of intergenerational 
equity (Le., why should today’s ratepayers pay for the benefits to tomorrow’s ratepayers). 
This disincentive is unique to cost-of-service regulation because under competition sunk 
costs are irrelevant to incremental resource decisions. 

Another disincentive to any large new construction under traditional regulation is the 
general inability of utilities to raise prices during construction of the facility to help 
reduce the financial burden of such construction. Although the Commission has on 
occasion allowed construction work in progress (“CWIP”) in rate base, this has been the 
exception and is usually accompanied by the imposition of long-term financial penalties 
on the utility’s shareholders. This again is largely unique to regulation since competitive 
firms can raise prices whenever market conditions permit. 

10. Under the competitive electric market model, what disincentives exist to build 
newer plants that are less damaging to the environment to replace older, dirtier 
plants? 

A competitive market is driven by profitability. Whether a generator can sell its 
output for a profit will have little to do with whether it is less damaging to the 
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environment or whether it displaces older plants. In the response to Question 9 above, the 
Company discussed some of the general disincentives under competition to new plant 
construction. However, APS would add that increased public and regulatory opposition 
during the site selection process against what are perceived as largely “unnecessaryy7 
(from the standpoint of reliability) merchant plants may discourage companies seeking to 
build new facilities. 

3.3 Certificates of Environmental Compatibility 

11. During Arizona’s period of reliance on the vertically integrated utility model, 
what emphasis did the Commission place on pollution control measures in 
Certificate of Environmental Compatibility? 

(a) What is the most stringent pollution control measure placed on a CEC 
during Arizona’s reliance on the vertically integrated utility model? 

For the purpose of this question, APS assumes that the period of reliance on the 
vertically integrated utility model referred to above covers the timeframe before the 
granting of a CEC to Griffith Energy, which was the first so-called “merchant plant” to 
be authorized in the state, on November 18, 1998. Even with this assumption, however, 
it is difficult to meaningfully respond to this question because siting cases are very case 
specific and largely driven by the Commission then empanelled to address each decision. 
Moreover, the stringency of conditions is necessarily driven by the context-a seemingly 
minor environmental condition may significantly impact the ability of an applicant to 
obtain financing for a project, while a seemingly significant condition may be achievable 
with current industry-standard equipment. Thus, while the latter situation may be more 
stringent from an empirical perspective, the former may be the most restrictive from a 
practical perspective. Also, it is impossible to empirically compare the relative 
“stringency” of conditions addressing different issues, such as whether a given land use 
restriction is more or less stringent than a given condition relating to water use, 
wastewater discharge, air emissions, visual impacts, or archeological impacts. 

In all CECs, the Commission and the Siting Act have required compliance with all 
applicable environmental laws and requirements. Such specific environmental 
requirements are largely determined by the agencies with primary jurisdiction for the 
particular medium in question, such as the Arizona Department of Environmental Quality 
for air emissions or aquifer protection permits. Thus, the Commission has unquestionably 
emphasized pollution control measures in all siting cases that have been before it. Of 
course, specific conditions differ and more recently the trend of the Commission has been 
to include more numerous express conditions to CECs. 

The Commission has also included specific pollution control conditions in siting 
cases before 1998. For example, in one of its earliest CEC grants to the Cholla 
Generating Station for expansion of its facilities (Case No. 7), the Commission required 
the applicant to actively monitor the visibility impacts of the new additions both during 
and after completion of the plants. The Commission also conditioned the CEC on an 
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assurance from the applicant that it would operate its particulate and sulfur dioxide 
removal equipment as close to design efficiency as possible. Other conditions were 
integrated into the CEC addressing the location and treatment of the plant’s ash disposal 
area. 

Through 1976, the Commission retained many of the conditions attached to the 
Cholla CEC, but often added the extra requirement that the applicant design and adopt a 
water management plan subject to approval fi-om the Arizona Water Commission (Case 
Nos. 7, 16, 18, and 19). In 1976, however, the Commission introduced more complex 
and intensive water management conditions on an applicant’s CEC (Case No. 22; January 
22, 1976). The Commission specifically required the applicant to design and develop a 
groundwater plan to be approved by the Arizona Water Commission. The CEC was also 
granted upon the condition that the applicant install and maintain a pipeline that 
transferred the effluent from a sewage plant to the applicant’s plant. 

From 1976 until 1998, the Commission continued to impose water and groundwater 
management conditions on the applicants similar to those mentioned above. More 
notably, in 1977, the Commission also required TEP to monitor ambient air quality and 
collect related data until the proper Arizona environmental authorities established their 
own monitoring programs (Case No. 30; August 3, 1977). 

12. Since Arizona’s adoption of a competitive electric model, what emphasis has the 
commission placed on pollution control measures in Certificates of 
Environmental Compatibility? 

(a) What is the most stringent pollution control measure placed on a CEC 
since Arizona’s adoption of a de-regulated utility model? 

As noted above, some recent siting cases have included more express conditions than 
cases prior to 1998. However, because some of the first merchant plants approved by the 
Commission (Le., Griffith and Reliant Desert Basin) did not contain any more or different 
conditions than earlier pre-1998 siting cases, and some recent utility-sponsored cases 
(i.e., Santan) contained significantly more stringent and more numerous conditions than 
merchant plants, the specific measures included in a CEC do not appear to be affected by 
whether the market is vertically-integrated or competitive. Rather, the added conditions 
appear to result from case specific circumstances. 

Regarding the most stringent condition imposed after 1998, the case-specific 
circumstances described in the response to the previous question again apply. Of course, 
the denial of the CECs of two projects based at least in part on environmental impacts 
(i.e., Caithness Big Sandy and Toltec) are significant. Of those post-1998 CECs 
approved, there have been significant conditions regarding air emissions (including 
BACT, BACT plus, LAER requirements, specific control technologies, and the periodic 
review and potential retrofitting of new technologies) and groundwater consumption 
(including recharge requirements or express limits on groundwater withdrawals). There 
are also wastewater conditions, including requirements regarding the use of zero 
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discharge design. But there are also many other conditions, not all of which are “pollution 
control” measures, that are significant to individual applicants. APS believes that the 
most stringent CEC issued for a generating project to date is likely the Santan CEC 
issued to SRP. Again, however, many of the pollution control conditions in that CEC are 
probably mostly a product of the urban location of the plant and are not related to 
whether the applicant is vertically integrated or a merchant generator. 

(b) What is the likelihood that that measure would have been placed on a 
similar CEC in a vertically integrated utility model? 

See response to Question 12(a). 

3.4 Excess Generating Capacity 

13. During Arizona’s period of reliance on the vertically integrated utility model, 
what amount of excess generating capacity existed in Arizona? 

APS is not aware of any “excess generating capacity’’ in the sense of there being 
installed capacity built or acquired by Arizona utilities that was not used to serve Arizona 
consumers. Nor is APS aware of any generic Commission finding of excess capacity 
throughout the state for any particular time period. This is not to say that there was not 
capacity available for sale out-of-state during periods of low in-state demand. There was 
also capacity in Arizona owned by out-of-state utilities used to serve those utilities’ 
customers’ demand, but APS would not consider such capacity to be “excess” within the 
meaning of this Question. 

14. Since Arizona’s adoption of a competitive electric market model, what amount 
of excess generating capacity existed in Arizona? 

In the economic sense, the terms “excess” or “surplus” and, conversely, “shortage” 
are less relevant in a competitive market. Prices adjust to bring demand into balance with 
whatever supply is available at a point in time. Supplies expand so long as there is 
profitable demand left unserved. However, the lack of centralized planning inherent in a 
competitive generation market and the inability to tie specific resources to specific 
markets (i.e., merchant generation is often not dedicated to the customers of any specific 
geographical area) may tend to make competitive generation markets more susceptible to 
“boom and bust” cycles with corresponding price volatility. This has been the experience 
in most commodity markets and to a somewhat lesser extent in the previously regulated 
airline, ground transportation, and natural gas industries. 
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SECTION IV 
CHAIRMAN MUNDELL’S JANUARY 30,2002 LETTER 

4.1 Corporate Structure and Affiliate Relations 

If the US .  Congress repeals the Public Utility Holding Company Act of 1935 
(“PUHCA ” or ‘‘ACT’? PUHCA- 

(a) what regulatory protections would be lost for Arizona consumers? 

(b) what would be the risks for Arizona consumers? 

(c) for any identifiable risks, are the risks reduced or increased under a 
competitive retail regime? 

It is unlikely that PUHCA would simply be repealed without a transfer of some of 
the SEC’s authority and functions under PUHCA to FERC or to the states. That 
being said, even a straight repeal of PUHCA would not affect the regulatory 
protections available to Arizona consumers for the simple reason that most 
Arizona electric utilities do not use the holding company structure. Those that do, 
such as APS, are currently exempt from all provisions of PUHCA except Section 
9(a)(2). That section addresses the acquisition by APS’ parent, PWCC, of 
additional “public utilities.” Because PWCC’s formation or acquisition of new 
subsidiaries is already addressed in state law provisions (A.A.C. R14-2-803), 
subject to any waivers granted by the Commission, PUHCA Section 9(a)(2)’s 
“protections” are largely superfluous. 

There would be little or no risk to Arizona consumers both for the reasons set 
forth above and also because the Commission would retain all existing authority 
over both of the PWCC entities-APS and APS Energy Services (“APSES7’)- 
selling at retail to Arizona consumers. Moreover, even if the repeal of PUHCA 
encouraged out-of-state holding companies to enter the Arizona market-which 
may be considered a plus from the standpoint of increased competition-their 
retail activities involving Arizona consumers would likewise become subject to 
the Commission’s regulatory authority. 

The only identifiable “risks” are the expansion of existing Arizona holding 
companies into other areas and the expansion of out-of-state holding companies 
into Arizona, both of which can be addressed by the Commission in the absence 
of PUHCA. However, the potential for any affiliate abuse is clearly lessened by 
effective retail competition. Although Enron was not regulated under PUHCA, 
that company’s collapse-as disastrous as it was for employees and Enron 
shareholders and as costly as it was for those who dealt with Enron on the 
wholesale level-is testament to the fact that a competitive market will eventually 
expose attempts by even its largest participant to engage in accounting 
irregularities or outright fraud. 
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2. What is the extent of the Commission’s authority to protect retail consumers 
from any potential adverse consequences resulting from multistate companies 
operating in either wholesale or retail markets in the state? 

If such companies operate only in the wholesale market, they would be exclusively 
regulated by FERC, except for the siting of generation and transmission facilities. The 
Commission can, of course, take actions at FERC against even these exclusively 
wholesale market participants that the Commission believes will protect retail consumers 
or Arizona buyers of power for retail consumers. To the extent that the Commission 
believes that transactions between jurisdictional Arizona electric utilities and such 
hypothetical “multi-state companies” may be imprudent and adversely affect retail 
customers, it can investigate such transactions in rate or other proceedings. 

If such companies participate in the retail market, they subject themselves and their 
affiliates to Commission regulation, either directly as public service corporations or as 
affiliates under A.A.C. R14-2-801 to -806. The Commission also has limited 
constitutional authority over non-public service corporations pursuant to Article 15, 
Sections 4 and 5, of the Arizona Constitution as well as specified statutory authority 
(securities regulation, for example) pursuant to authority delegated to the Commission by 
the legislature under Article 15, Section 6 of the Arizona Constitution. 

3. How would the existence of effective retail competition in Arizona affect your 
responses to Questions 1 and 2 above? 

Effective retail competition in Arizona presupposes effective wholesale competition 
in the region. The existence of such competition reduces both the opportunity for 
consumer abuse and the need for active regulatory intervention. However, it would not 
reduce the Commission’s legal authority to take actions to protect that market from 
abuses such as false or misleading advertising, and deceptive marketing practices. 

4. What is the extent of any impact on effective federal or state regulation to 
protect Arizona wholesale and retail consumers, i f  a holding company is (a) 
registered or (b) “exempt” under PUHCA ? 

APS does not believe any Arizona electric utility is part of a registered holding 
company. If it were, however, the Commission would find some of its authority 
preempted by the SEC under PUHCA, as would FERC. Depending on which agency one 
believes is best positioned to protect Arizona consumers, being a registered holding 
company could actually reduce the level of protection afforded retail consumers in 
Arizona. 

As regards exempt holding companies such as PWCC, both they and their retail 
electric affiliates in Arizona are subject to Commission authority as indicated in the 
response to Question No. 1. They are also subject to FERC authority, which is sometimes 
concurrent with that of the Commission and sometimes to the exclusion of state authority. 
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Exempt holding companies are also subject to some restrictions not imposed on 
registered holding companies concerning geographical diversification but no more so 
than that provided for under A.A.C. R14-2-801, et seq. 

4.2 Questions for Retail Suppliers 

5. Explain the retail supplier's corporate structure. 

APS is an Arizona Subchapter C corporation. All of its outstanding common stock is 
owned free-and-clear by PWCC (also an Arizona corporation). APS has publicly-held 
debt, both secured and unsecured, but no preferred stock. 

6. Identijjy all subsidiary companies and the businesses in which they are engaged. 

The following companies are subsidiaries of APS: 

0 Axiom Power Solutions (inactive) 
0 Bixco, Inc. (inactive) 
0 

0 

APS Foundation, Inc. (charitable non-profit corporation) 
PWENEWCO Inc. (currently non-operating corporation formed to 
effectuate Commission-mandated transfer of generation assets to PWEC) 

7. Identifv all affiliate companies and the businesses in which they are engaged. 

In addition to PWCC, which is a holding company and power marketing and trading 
company, the following companies are direct affiliates" of APS: 

0 

0 

0 PWEC (generation company) 

APS Energy Services, Inc. (competitive ESP and energy service contractor) 
El Dorado Investment Company (venture capital) 

SunCor Development Company (real estate) 

APS Energy Services in turn has three subsidiaries, all involved in district cooling 
projects: 

0 Tucson District LLC 
0 Northwind Phoenix LLC 
0 Northwind Arizona Development LLC 

PWEC created a subsidiary, GenWest LLC, to own its proposed generating facility in 
Nevada. PWEC and SunCor also jointly own an entity called APACS Holdings LLC, 
which in turn is a member of Copper Eagle Gas Storage, LLC, which is developing a gas 
storage site near Luke Air Force Base in conjunction with an affiliate of El Paso Natural 
Gas Co. 
Direct affiliates means companies that, like APS, are first-tier subsidiaries of PWCC. 11 
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In addition to these principal affiliates, there are various project-specific entities, such 
as limited liability corporations, limited partnerships and joint ventures, at both SunCor 
and El Dorado. 

8. Identifv each entity that owns or has control of 5% or more of an affiliate of the 
retail supplier, and describe the businesses in which that entity is engaged. 

PWCC is a 100 percent owner of the four first-tier subsidiaries discussed above. 
APSES is the sole owner of its three affiliates, as is APS the sole owner of its 
subsidiaries. PWEC is the 100 percent owner of GenWest LLC and as noted above is a 
partial owner of Copper Eagle Gas Storage, LLC through APACS Holdings, LLC. 
SunCor and El Dorado have numerous investors in their various project-specific affiliates 
some of whom have interests greater than five percent in such project-specific entities. 
All the business activities of the SunCor and El Dorado subsidiaries are included in the 
overall PWCC financial results that are publicly available. 

9. Describe the financial relationships among the various affiliates and 
subsidiaries, such as pledges of assets and encumbrances and contracts for 
services and goods. 

As to PWCC, material financial relationships as described in the question, other than 
stock ownership, are as follows: 

0 

0 

0 

0 

0 

0 

Shared Services agreements with all first-tier subsidiaries for the provision of 
services such as legal, tax, and accounting. 
Financing to PWEC pending the transfer of APS’ generation assets to PWEC 
(which transfer will allow PWEC to finance on its own). 
Guarantees for PWEC payments under letters of credit and for equipment and 
construction services for PWEC’s generation projects. 
Similar financial and performance guarantees for APSES’ activities in California 
and Arizona. 
Parental guarantees to El Dorado and SunCor. 
Performance guarantees to NAC Holding, Inc., a subsidiary of El Dorado 
generally involved in nuclear decommissioning matters. 

PWCC Marketing and Trading provides the following services to affiliates: 

0 

0 

0 

Gas procurement services for PWEC and APS. 
Scheduling services for APS and APSES. 
Procurement of purchased power and ancillary services for APS pursuant to a 
master purchase agreement on file with FERC (which agreement would be 
superceded by the proposed PPA). 
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e APS’ material financial relationships include the following: 

0 

0 

0 

FERC-approved interconnection and transmission service agreements. 
Construction service agreements, as permitted by APS’ Code of Conduct, with 
PWEC and APSES. 
Provides non-gas fuel procurement services for PWEC and PWCC. 
A reciprocal services agreement with APSES whereby APSES provides project 
management and marketing services to APS, and APS provides construction 
services to APSES, also in accordance with the APS Code of Conduct. 

PWEC’s material financial relationships are the following: 

0 

0 

Guarantee of certain of GenWest’s obligations to the Southern Nevada Water 
Authority. 
An agreement with SunCor to eventually acquire SunCor’s interest in Copper 
Eagle. 

SunCor, as is customary in the real estate business, has the following material 
financial relationships: 

0 Performance and financial guarantees in conjunction with project-specific 

0 

Customer of APS. 

affiliates. 
Partner with PWEC in the Copper Eagle project. 

Additional information pertaining to the financial relationships can be found in the 
APS Affiliate Report pursuant to A.A.C. R14-2-805 and the PWCC 10-K. The former is 
already on file with the Commission. A copy of the latter for the most current year 
available (filed in March 2001) is provided at Appendix B. 

10. Explain whether the retail supplier, or any affiliate or subsidiary of the retail 
supplier, is regulated by the Securities and Exchange Commission (SEC) as 
either an “exempt” or “registered”pub1ic utility holding. 

PWCC is a “holding company” within the meaning of PUHCA. However, PWCC is 
exempt from all of the provisions of PUHCA, except Section 9(a)(2) of PUHCA, by 
virtue of PWCC’s filing of an exemption statement on Form U-3A-2 with the SEC on or 
before March 1 st of each year claiming an exemption as an “intrastate” holding company 
under Section 3(a)(l) of PUHCA and 17 CFR 5 250.2(a). Section 9(a)(2) of PUHCA 
deals with the acquisition of the voting securities of additional public-utility company 
affiliates. Although PWCC engages in the marketing of power at wholesale and retail, 
these activities are not subject to regulation under PUHCA. PWCC is, however, subject 
to FERC regulation as a “public utility” under the Federal Power Act with respect to its 
wholesale power marketing activities. Neither APS or APSES, the retail suppliers, are a 
holding company, and therefore are not regulated by the SEC under PUHCA. e 
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11. Identifv any waivers or %o-action” letters the retail supplier, its affiliates, its 
subsidiaries, or other associated companies has received in the last 15 years 
from the SEC under PUHCA or the Investment Act of 1940 or from FERC 
under the Federal Power Act. 

PUHCA: 

Pinnacle West Capital Corporation (April 23, 1990): In this no-action letter, the SEC 
Staff confirmed that it would not recommend any enforcement action to the SEC under 
PUHCA as a result of PWCC’s pledge of APS’ common stock to secure PWCC’s 
obligations to certain of its lenders (this pledge arrangement terminated several years ago, 
and PWCC now owns APS’ outstanding common stock free and clear of any liens). 

Investment Company Act of 1940: 

P W G S  Funding Corp., Inc. - Release No. IC-1 5290 (Notice) (September 5, 1986) 
PWGS Funding Corp., Inc. - Release No. 15343 (SEC Order) (October 2, 1986) 
Pursuant to the October 2, 1986 Order, the SEC granted an exemption from all provisions 
of the Investment Company of 1940 to PVNGS Funding Corp., Inc., an entity formed to 
assist APS in the 1986 sale-leaseback of a portion of APS’ undivided interest in Unit 2 of 
the Palo Verde Nuclear Generating Station (“Palo Verde”). The September 5, 1986 
Notice describes the factual and legal basis for the Order. 

First Boston Corporation et al. (October 16, 1992) In this no-action letter, the SEC Staff 
confirmed that it would not recommend any enforcement action to the SEC under the 
Investment Company Act of 1940 if a “New Funding Corporation” (similar to PVNGS 
Funding Corp., Inc.) operated without registration as an investment company in reliance 
on the October 2, 1986 Order referenced in the immediately preceding paragraph (the 
New Funding Corporation was created to assist in the refinancing of the Palo Verde sale- 
leaseback debt issued by PVNGS Funding Corp., Inc. in 1986 and 1987; the refinancing 
took place in March, 1993, with The First Boston Corporation serving as the lead 
underwriter). 

Federal Power Act: 

Arizona Public Service Company, 79 FERC 7 61,022 (1 997). On April 1 1, 1997, FERC 
granted APS’ request for market-based rates and granted APS’ request for waiver of 
certain reporting and filing requirements. Specifically, consistent with procedures FERC 
adopted in other market-based rate proceedings, APS may file umbrella service 
agreements for short-term transactions (one year or less) within 30 days of the date of 
commencement of short-term service, to be followed by quarterly transaction summaries 
of specific sales. For long-term transactions (longer than one year), APS must submit the 
actual individual service agreement for each transaction within 30 days of the date of 
commencement of service. On June 20, 2000, FERC accepted for filing APS’ revised 
market-based rate tariff and code of conduct and granted APS the same waivers of certain 
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reporting and filing requirements. 
61,290 (2000). 

Pinnacle West Capital Corporation, 91 FERC 7 

Pinnacle West Capital Corporation, 91 FERC 7 61,290 (2000). On June 20,2000, FERC 
accepted PWCC’s market-based rate tariff and code of conduct and granted PWCC 
waivers of certain accounting and related reporting requirements. Specifically, FERC 
waived the requirements of Part 41 addressing adjustment of accounts and reports and 
certification of compliance with accounting records. The requirements of Part 101 have 
also been waived so PWCC need not keep its records according to the Uniform System of 
Accounts. The requirements of Part 141 also have been waived; which means that 
PWCC need not file FERC Form No. 1 or any of the other FERC forms. FERC also 
granted PWCC a waiver of the full requirements of Part 45 meaning that any person 
holding or who may hold an otherwise proscribed interlocking directorate involving 
PWCC shall instead file a sworn application providing the person’s full name and 
business address and all jurisdictional interlocks, identifying the affected companies and 
the positions held by that person. In addition, PWCC was granted a waiver of the filing 
requirements of Subpart B (Documents to be Submitted with a Filing) and Subpart C 
(Other Filing Requirements) of Part 35 (Filing of Rate Schedules), except sections 
35.12(a) (information to be included in filing letter), 35.13(b) (same), 35.15 (notice of 
termination) and 35.16 (notice of succession). Finally, FERC granted PWCC blanket 
approval of issuances of securities or assumptions of liabilities pursuant to Part 34 of the 
SEC’s regulations. Additionally, PWCC was granted the same waivers with regard to the 
filing of service agreements and quarterly reports as APS. 

Pinnacle West Energy Corporation, 92 FERC 7 61,248 (2000). On June 20,2000, FERC 
accepted the market-based rate tariff and code of conduct of PWEC and granted PWEC 
the same waivers and authorizations as PWCC. Additionally, PWEC was granted the 
same waivers with regard to the filing of service agreements and quarterly reports as APS 
and PWCC. 

APS Energy Services Company, Inc., 89 FERC 7 61,024 (1999) On October 13, 1999, 
FERC accepted the market-based rate tariff of APSES and granted APSES the following 
waivers and authorizations: (1) waiver of the accounting and related reporting 
requirements of Parts 4 1, 10 1, and 14 1 of the SEC’s regulations; (2) permission to make 
abbreviated filings with regard to interlocking directorates under Part 45; and (3) waiver 
of the requirements of Subparts B and C of Part 35, except sections 35.12(a), 35.13(b), 
35.15 and 35.16. Additionally, APSES was granted the same waivers with regard to the 
filing of service agreements and quarterly reports as APS, PWCC, and PWEC. On June 
20,2000, FERC accepted for filing APSES’S revised market-based rate tariff and code of 
conduct and granted APSES the same waivers as PWCC. Pinnacle West Capital 
Corporation, 91 FERC 7 61,290 (2000). 
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12. Provide copies offilings to the SEC and FERC made by the retail supplier and 
any affiliates or subsidiaries in the last five years pursuant to the agency’s 
administration of PUHCA. 

Copies of the following exemption statements, and the filings further described 
below, are attached in Appendix C: 

e Form U-3A-2 Filed February 28, 2001 
e Form U-3A-2 Filed February 29, 2000 

Form U-3A-2 Filed March I ,  1999 
e Form U-3A-2 Filed February 27, 1998 
e Form U-3A-2 Filed February 28, 1997 

Pinnacle West Capital Corporation. On September 12, 2000, as amended on 
December 8, 2000, January 17, 2001, and April 27, 2001, PWCC filed an application 
(File No. 70-9745) with the SEC pursuant to Section 9(a)(2) of PUHCA requesting 
permission to establish a new public-utility company subsidiary in connection with the 
proposed corporate reorganization involving the relocation of certain generation assets 
from APS, PWCC’s only then-existing public utility company subsidiary, to PWEC, 
another wholly-owned subsidiary of PWCC, and the operation of PWEC’s West Phoenix 
Unit No. 4 as a non-EWG under the PUHCA. The SEC issued an order granting 
PWCC’s request on April 27,2001 , and PWCC filed a post-effective amendment on May 
1 1,2001, certifying that the transactions contemplated in the application had taken place. 

Pinnacle West Energy Corporation On March 28, 2001, PWEC filed an application 
for a determination that it was an EWG under Section 32 of PUHCA, but withdrew its 
application on May 2,2001. 

13. If the retail supplier is a subsidiary of a registered holding company, identify 
any SEC-approved contracts with affiliates or subsidiaries in the last 5 years. 

This question does not apply because PWCC, APS’ parent company, is not a 
“registered holding company.” See the response to Question 10, above, for additional 
detail. 

4.3 Divestiture or Corporate Separation 

14. How would the divestiture or transfer of assets of vertically integrated utilities 
now serving Arizona affect the Commission’s regulatory authority over the 
divested entities? What controls or limitations might the Commission place on 
divestiture or transfer of assets to limit any loss or authority over the divested 
assets? 

If the transfer were to a non-affiliated party, the Commission would have no 
jurisdiction or authority over the acquiring entity so long as that entity refrained from 
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retail sales in Arizona. In the proposed 1998 Electric Competition Rules, the 
unconditional divestiture of generation to an unregulated and non-affiliated party was 
mandated. In the final version of the 1998 Rules to Commission permitted divestiture to 
an affiliate as an alternative to third-party divestiture. That requirement was retained in 
the 1999 Electric Competition Rules currently in effect. If the transfer were to such an 
affiliate, the affiliate would be subject to A.A.C. R14-2-801, et seq. If the affiliate were 
also selling power to the divesting utility, the Commission could review such power 
acquisitions, as is presently before the Commission in Docket No. E-01 345A-01-0822. 

In addition, although the commitment of divested resources to the service of APS was 
not a condition imposed on divestiture under the 1999 APS Settlement or by A.A.C. R14- 
2-1615, the use of a long-term buy-back power agreement such as the proposed purchase 
power agreement before the Commission in Docket No. E-01345A-01-0822 is a 
traditional means used by regulators to maintain such control and provides a means by 
which the divesting entity can transition to a fully competitive market while managing 
risk. 

15. How would the divestiture or transfer of assets of vertically integrated utilities 
now serving Arizona affect federal jurisdiction under the FERC and the SEC 
over the divested entities? 

The divestiture or transfer of assets in and of itself would have no effect on FERC or 
SEC jurisdiction over either the divesting entity or the entity to which such assets were 
divested. Obviously, the divesting entity’s interest in the wholesale market may change 
from that of a combined buyer and seller to simply that of a buyer, but the jurisdictional 
forum would remain at FERC. Similarly, the SEC’s jurisdiction is a function of the 
respective entities’ business structure &e., holding company or no holding company, 
utility subsidiary or no utility subsidiary) or, aside from PUHCA, the manner of its 
financial structure (i.e., publicly held versus privately held securities)-neither of which 
is likely to be influenced in any manner by the suggested divestiture. 

16. How would the potential effects of divestiture or transfer of assets on 
Commission authority differ under a competitive retail regime than under a 
monopoly regime? 

From a legal standpoint, the effect on the Commission’s authority (as discussed in 
response to Question No. 14) is unchanged as between a competitive retail regime and a 
monopoly regime. From a market structure standpoint, a monopoly retail regime would 
protect customers by providing them access to diverse generating assets priced using a 
cost-of-service based methodology. APS’ proposed PPA would offer customers both the 
protections that are typically found in a “monopoly” regime and a transition to a more 
“competitive” regime. 
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17. How would a requirement that competitive services, such as generation services, 
be offered only through a separate corporate affiliate affect the Commission’s 
regulatory authority and any risks identified in response to the questions above? 

Of course, the Commission already has such a requirement under A.A.C. R14-2- 
1615. Moreover, the Code of Conduct imposed on APS pursuant to A.A.C. R14-2-1616 
and Decision No. 62416 (April 3, 2000) also prohibits APS fiom providing Competitive 
Services, as defined therein. These provisions were designed to protect consumers from 
the risks of @divesting assets rather than the risks seemingly supposed by the question. 
The latter risks, to the extent thought more significant than the former, are addressed in 
the Company’s response to Question No. 14. APS would also add that to the extent the 
receiving entity will itself engage in retail electric competition in Arizona-such as APS 
Energy Services-it would become directly regulated by the Commission in the same 
manner as other public service corporations. 

18. For any risks resulting from a divestiture requirement or a requirement that 
competitive services be offered through separate affiliate, how might those risks 
be eliminated or reduced? Specifically - 

a. What actions might the Arizona Commission take? 

b. Are there actions that the Commission might encourage the FERC or 
the SEC to take to maintain adequate oversight for the protection of 
ratepayers? 

(a) If that separate affiliate will be providing retail electric services in Arizona, it will 
be directly regulated by the Commission, and the Commission can take such 
lawful actions regarding such affiliate as are necessary to protect consumers. If 
generation is being divested to an affiliate willing to enter into a cost-based buy- 
back agreement, this effectively insulates customers from the effects (if any) of 
divestiture. If the authority to divest is unqualified, the Commission should 
encourage the divesting utility to consider this option on a voluntary basis as 
being a prudent resource acquisition strategy. This is precisely what APS did 
with respect to PWCC and PWEC and what the Company has proposed in Docket 
NO. E-01345A-01-0822. 

As stated in response to Question No. 15, the fact of divestiture does not affect 
FERC or SEC jurisdiction. However, and aside from the issue of divestiture, the 
Commission should encourage FERC actions that promote open competitive 
wholesale electric markets. Such markets will benefit Arizona consumers 
irrespective of whether retail electric competition does or does not mature in this 
state. Likewise, the Commission should encourage the SEC to promote and those 
utilities under its (and the Commission’s) jurisdiction to follow appropriate 
accounting practices that accurately reflect the firm’s current value and 
profitability. 
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SECTION V 
COMMISSIONER IRVIN’S FEBRUARY 7,2002 LETTER 

AISA and FERC Jurisdiction 

1. Please address whether Arizona’s Constitution prohibits the Commission from 
giving up any authority with respect to the pricing of services by public service 
corporations which occur solely within the state. 

The Arizona Constitution does not specifically address the issue of surrendering 
Commission authority to regulate services provided by public service corporations within 
Arizona. This is especially true when it comes to the allocation of jurisdictional powers 
between the Commission and federal regulatory agencies such as FERC. However, to the 
extent that the Commission’s pricing and ratemaking authority under the Arizona 
Constitution is preempted by federal law, the Commission must defer to FERC pursuant 
to the “supremacy clause” of the U.S. Constitution which controls over any arguably 
conflicting portion of the Arizona Constitution. Therefore, the Arizona Constitution does 
not prohibit the Commission from giving up authority to federal agencies (including 
FERC) when its pricing authority is preempted by FERC’s jurisdiction over interstate 
transmission and wholesale power, even if such pricing occurs solely within Arizona’s 
borders. 

2. Should Arizona be willing to let the federal government take over pricing 
jurisdiction (market-based rates) for all retail transactions which occur in the 
state, or is this an inevitable (and proper) result of opening retail markets to 
competition ? 

Though FERC has asserted that it is looking to expand its jurisdictional role over 
certain aspects of retail market transactions in a deregulated environment, a move to retail 
competition will not result in the federal government taking over all aspects of 
ratemaking and pricing within Arizona. 

To the contrary, under current law, FERC will, at most, exercise exclusive 
jurisdiction primarily with respect to the interstate transmission component of unbundled 
services, something which FERC claims has always been under the jurisdiction of FERC 
pursuant to the Federal Power Act. Also, when electricity services are unbundled and 
transmission services are made available as a separate product, FERC has asserted 
exclusive authority over transmission service pricing for all transactions, whether 
unbundled, direct access or bundled standard offer. Such assertion is currently before the 
courts. However, the Commission will continue to retain and exercise exclusive 
jurisdiction with respect to all other aspects of pricing, including retail sales, distribution 
services, metering, billing, etc. 

There is currently some proposed legislation pending before Congress that aims to 
expand FERC’s market-based pricing authority. For example, one piece of legislation 
aims to give FERC authority to charge end users for federally mandated environmental 
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programs. However, given the precarious politics surrounding enactment of energy 
legislation before Congress, it is not clear that any of these proposals will pass any time 
in the near future. Therefore, Arizona’s adoption of a system where electricity services 
are unbundled and generation services are divested will not force the Commission to cede 
all pricing authority to FERC. 

3. Can Arizona’s UDCs modifv their tarwfs with the FERC to conform with AISA 
protocols so that retail transactions can still take place without the AISA? How many 
times has the AISA been used to resolve disputes over transmission issues? 

Arizona UDCs can modify their tariffs with FERC to conform substantially with the 
AISA protocols so that retail transactions can still take place without the AISA. To date, 
the AISA has never resolved disputes over transmission issues. 

5.2 Markets 

1. If the majority of market participants intend to market electricity only to 
industrial, large commercial and load serving ESPs entities, should retail 
markets be limited by load size to allow those entities with true bargaining 
power to negotiate Direct Access? 

Ironically, this was an APS proposal early in the restructuring investigation conducted 
by the Commission. However, this proposed limitation was viewed, and likely would 
continue to be viewed, as discriminatory. Therefore, APS would not recommend limiting 
the ability of any Arizona consumer to select Direct Access if there is an ESP willing to 
serve them. 

2. What will be a UDC’s primary functions in a competitive market? 

As set forth in the current Electric Competition Rules, a UDC provides Non- 
Competitive Electric Services such as distribution and bundled Standard Offer. In the 
latter role, the UDC would seek reliable and reasonably-priced sources of power for 
Standard Offer customers and must be allowed timely recovery of associated costs. 

3. Is it important to first establish functional wholesale markets before creating 
robust retail markets in electric generation? If so, why? If not, why? 

Yes, but fortunately the West already has a functional wholesale market. That market 
is functional but very volatile and unpredictable. If it were not functional-such as if 
there were insufficient participants with insufficient resources or if there was not 
sufficient market liquidity and transparency-it would be unlikely that ESPs could 
acquire sufficient quantities of reasonable priced power and would be unable to 
effectively hedge market volatility. Without a sufficient number of viable ESPs, retail 
competition can never be robust. The proposed PPA will provide a safety net fiom the 
volatility of the wholesale market while both permitting APS customers to opt for Direct 
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Access if practical for such customer and provides a gradual phase-in of competitive 
market supplies for Standard Offer customers. 

4. When price caps are lifted for the majority of Arizona consumers, what 
assurances do we have that volatility in the market Gfor both natural gas and 
electricity) will not result in unstable or inflated rates? Will the generation 
price of electricity fluctuate with the price of natural gas? 

The best assurance for Standard Offer customers would be the ability to lock in cost- 
based prices for a fuel-diverse portfolio of generating assets as is called for under APS’ 
proposed PPA. While market generation prices for all generation (not just gas-fired 
generation) will fluctuate in tandem with the price of natural gas, the energy component 
of power under the APS proposed purchase power agreement is largely driven by coal 
and nuclear fuel prices under long-term supply agreements. These prices are largely 
immune from swings in the price of natural gas. Finally, the Commission should support 
jurisdictional utilities that take prudent advantage of financial and other commodity price 
hedging strategies to reduce the price volatility of both natural gas and purchased power. 
This could be done by assuring utilities that financial and commodity hedges would be 
treated as a fuel or purchased power cost and recovered in rates accordingly. 

5. Should there be a provision added to R14-2-1606(B) which would allowllimit a 
UDC to contract for wholesale power in three or five year intervals? What 
would be a proper length for contracts? 

No. There is no purpose served by further limiting the UDC’s procurement options 
other than to make Standard Offer Service more expensive and more volatile, discourage 
new generation investment, and make resource planning less efficient. The proper length 
for such contracts is whatever length is consistent with a prudent and (for Standard Offer) 
conservative procurement strategy. Among the factors to be considered are: 

0 reliability of supply, 
0 diversity of supply, 
0 creditworthiness of counter-party 
0 overall attractiveness of price, 
0 

0 

price level, stability and predictability, and 
availability of existing transmission infrastructure. 

6. What are the real benefits to residential consumers and small businesses in 
retail competition, other than consumer choice? Will IPPs market their power 
directly to retail customers, or are their efforts mainly focused on sellingpower 
to wholesale customers? 

Choice is itself a considerable benefit in the minds of many consumers. Moreover, 
the mere existence of consumer choice places competitive pressure on incumbent 
suppliers of standard offer service to be more cost-efficient and consumer-oriented. 
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Indeed, APS’ prices were already declining prior to 1996, thus indicating that even the 
threat of competition is a powerful incentive for such efficiency. 

APS doubts that any merchant generator will directly market generation to retail 
customers. For one thing, to do so would make them subject to Commission jurisdiction 
and would not allow them to be considered Exempt Wholesale Generators. Also, most 
merchant generators are not set up to engage in the direct marketing of their output. 

7. Currently, is residential choice a real option? If not now, when? 

Not at the present time. The wholesale market must either become less volatile or 
ESPs must be able to garner enough non-residential business to allow them to hedge a 
volatile wholesale market to the point where they can offer residential customers the 
price stability and predictability they desire. Also, ESPs must find ways of bringing down 
transactional costs for such customers. 

8. What provisions, if any, are necessary to effectuate a gradual replacement of 
those existing plants in Arizona which are older, more polluting and less 
efficient than the new combined cycle plants currently being built? 

APS does not believe that replacement of all existing coal-burning plants, let alone 
existing natural gas or nuclear plants, in Arizona is a desirable goal. Instead, APS 
believes that the Commission should pursue an energy policy that recognizes the value of 
older plants in Arizona instead of prematurely decommissioning them and replacing them 
with combined cycle plants. There are several reasons why retaining existing plants and 
ensuring that they run efficiently and cleanly makes sense, from both an economical and 
environmental standpoint. 

First, retaining coal-burning and nuclear units ensures that Arizona will continue to 
rely on diverse fuel sources. The events that unfolded in California and the unpredictable 
volatility associated with natural gas prices strongly suggest that increased reliance on 
gas-fired units eventually leads to increased costs for retail customers and substantially 
reduces overall system reliability. 

Second, APS’ coal-burning units employ clean and efficient technologies to ensure 
minimal environmental and pollution impact. More specifically, all of APS’ coal units 
burn low sulfur coal and operate below applicable emission limitations. 

Third, in assessing the environmental impact of coal burning generators, the 
Commission should consider where these plants are located. All of APS’ coal plants are 
located in low population density areas. Because of their remote location, the 
environmental impact of these coal-burning units is generally not aggregated with the 
effects of other polluting sources in the area, thus significantly minimizing any negative 
environmental effects on the surrounding areas. 
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Finally, many of the coal-burning units are located on Navajo and Hopi reservations 
in northeastern Arizona. Replacement of these units with combined cycle plants would 
cause significant economic disruption to these communities and their surrounding areas. 

Today, coal remains the most abundant energy source in Arizona. APS believes that 
it is possible to pursue a balanced energy policy that integrates use of existing coal- 
burning units as well as nuclear and gas-fired units in an economically effective and 
environmentally responsible manner. Furthermore, a policy that allows the continued 
operation of these older units avoids the need to reimburse APS and other utilities for 
sunk costs and investments associated with the construction of these plants. 

9. What are the long-term effects of divestiture for APS? How does the 
Commission guard against a PG&E situation, where the distribution company 
declares bankruptcy after profits have flowed to its parent holding company? 

Getting APS out of the electric generation business (as the Electric Competition Rules 
require) will permit it to focus on Non-Competitive Electric Service, remove the financial 
strain and financial risk inherent in building new generation, and permit competitive 
suppliers to compete free of the perceived threat posed by an incumbent owner of 
generation. On the other hand, divesting generation can reduce the ability of the UDC to 
hedge against market price volatility unless the generation is replaced to a great extent by 
a long-term agreement or agreements that provide the same hedge without the 
disadvantages associated with continued UDC ownership of generation. 

APS is unaware of whether all or a portion of PG&E’s profits were paid as dividends 
to its parent holding company, as supposed in the question, although APS would note that 
there is nothing unusual or illegal about reasonable dividends to a company’s 
shareholders. The PG&E bankruptcy was caused by the utility being placed in a “price 
squeeze” between fixed retail rates and exploding wholesale costs. There is considerable 
debate as to the cause for these high wholesale prices, but to APS’ knowledge, no one has 
accused PG&E of somehow manipulating the wholesale market. The Commission can 
best avoid such a situation involving a UDC under its jurisdiction by promoting a sound 
and predictable regulatory environment, encouraging UDCs to lock in reasonable and 
stable wholesale prices, and to thereafter allow timely recovery in retail rates of these and 
other legitimate purchases by the UDC on behalf of its Standard Offer customers as 
called for under the 1999 APS Settlement Agreement. 
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U-3A-2 from the Provisions of PUHCA (February 29,2000) 
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Application of APS Energy Services for Order Approving Market-Based Rates 
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and Code of Conduct, and Revised Market-Based Rate Tariff and Code of 
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FERC Order Accepting for Filing Proposed Market-Based Rate Tariff Filed by 
Pinnacle West Energy Corporation (September 26,2000) 

Arizona Public Service’s Application for Order Approving Market-Based Rates 
(February 12,1997) 

FERC Order Conditionally Accepting for Filing Proposed Market-Based Rates 
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Application of Pinnacle West Energy Corporation for Determination of Exempt 
Wholesale Generator Status (March 28,2001) 

Amended and Supplemental Application of Pinnacle West Energy Corporation 
for Determination of Exempt Wholesale Generator Status (April 27,2001) 

Pinnacle West Energy Corporation’s Notice of Withdrawal of its Application for 
Determination of Exempt Wholesale Generator Status (May 2,2001) 

Form U- 1-Application Under the Public Utility Holding Company Act of 1 93 5 
(September 12,2000) 

Amendment No. 1 to Form U-1-Application Under the Public Utility Holding 
Company Act of 1935 (December 8,2000) 

Amendment No. 2 to Form U-1-Application Under the Public Utility Holding 
Company Act of 1935 (January 17,2001) 

Amendment No. 3 to Form U-1-Application Under the Public Utility Holding 
Company Act of 1935 (April 27,2001) 

Amendment No. 4 to Form U-1-Application Under the Public Utility Holding 
Company Act of 1935 (May 11,2001) 
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I. RENEWABLE ENERGY 

A. Extension and Modification of the Section 45 Electricity Production Credit 

Present Law 

Aii incoinc tax crcdit is allowcd for tlic productioii of clcctricity fiom citlicr qualificd 
wind aicrpy. qualificd “closcd-loop” biomass. or qualificd poultry wastc facili tics (SCC. 45). Thc 
mount of tlic crcdit is 1.5 caik pcr kilowatt hour (iiidcxcd for iiiflation) of clcctricity pmduccd. 
Thc amount of tlic crcdit was 1.7 cciits p a  kilowatt hour for 2001. Tlic crcdit is rcduccd for 
graits. tax-cxcmpt bonds. subsidizcd cncrgy finaiiciiig. and otlicr crcdi ts. 

Tlic crcdit applics to clcctricity produccd by a wind aicrgy facility placcd in smricc aftcr 
Dcccmbcr 31. 1993. aid bcforc Jwuary 1.2002, to clcctricity produccd by a closcd-loop 
biomass facility placcd in scnricc aftcr Dcccinbcr 3 1. 1992. aid bcforc Jaiiuary 1.2002. and to a 
poultry wastc facility placcd iii smricc aficr Dcccmbcr 3 1. 1999. and bcforc Jaiiuary 1.2002. 
Thc crcdit is allowable for production during tlic 10-ycar pcriod aftcr a facility is origiiially 
placcd in scnricc. Tii ordcr to claim tlic crcdit. a taxpaycr must o m  tlic facility aid scll tlic 
clcctricity produccd by tlic facility to aii uiirclatcd party. Tii tlic casc of a poultry wastc facility. 
tlic taxpaycr inay claim thc crcdit as a Icsscclopcntor of a facility owiicd by a govmiinaital unit. 

Closcd-loop biomass is plait mattcr. wlicrc thc plants arc  om for tlic solc purpsc of 
bciiig used to gciicratc clcctricity. It docs iiot iiicludc wastc inatcrials (including. but iiot liinitcd 
to. scrap wood. inaiurc. aid inuiiicipal or agricultural wastc). Tlic crcdit also is iiot available to 
taxpayers who usc staiidiiig tiinbcr to producc clcctricity. Poultry wmtc incais poultry inaiurc 
aid littcr. iiicludiiig wood shavings. straw. rice liulls, and otlicr bcdding matcrial for thc 
disposition of inaiurc. 

Tlic crcdit for clcctricity produccd froin wind. closcd-loop biomass. or poultry wrtstc is a 
coinpoiiait of tlic gciicral busiiicss crcdit (scc. 38(b)(8)). Tlic crcdi t. tvliai coinbincd with all 
otlicr coinpoiiciits of tlic gciicral busiiicss crcdit. gaicrally may iiot cxcccd for aiiy taxablc ycar 
thc cxccss of thc taxpaycr’s iict iiicoinc tax ovcr tlic gcatcr of ( 1 )  25 pcrcclit of iict rcplar tax 
liability abovc $25.000. or (2) tlic tciitativc iniiiiinuin tax. For crcdits arising in tmablc ycars 
bcgiiiiiiiig aftcr Dcccinbcr 3 1. 1997. aii uiiuscd gclicral busiiicss crcdi t gciicrally may bc carricd 
back oiic ycar and carricd fonvard 20 ycars (SCC. 39). To coordiiiatc thc carryback with thc 
pcriod of applicatioii for this crcdit. tlic crcdit for clcctricity produccd froin closcd-loop bioinass 
facilitics may iiot bc carricd back to a tax ycar ciidiiig bcforc 1993 a i d  tlic crcdit for clcctricity 
produccd froin wind aicrgy may iiot bc carricd back to a tax ycar aiding bcforc 1994 (SCC. 39). 

Description of ProDosal 

Tlic proposal would cxtciid thc placcd in smricc datc for wind facilitics. closcd-loop 
biomass facilitics. aid poultrywastc facilitics to facilitics placcd in smricc aftm Dccanbcr 3 1. 
1993 (Dcccmbcr 3 1. 1992 in tlic citsc of closcd-loop bioinass facilitics aiid Dccanbcr 3 1. 1999 iii 
tlic ci~sc of poultrywastc facilitics) aid bcforc Jaiuary 1, 2007. 

Tlic proposal also would dcfiiic tlircc iictv qual ifyiiig ciicrgy rcsourccs: opcn-loop 
biomass. swiiic and boviiic wastc iiutriaits. aid gcotlicnnal aicrgy. Opx-loop biomass would 
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bc dcfiiicd as my solid nonhazardous. ccllulosic wastc matcrial which is scpcgatcd from othcr 
wwtc inatcrials aid which is dcrivcd froin my of forcst-rclatcd rcsourccs. solid wood wmtc 
matcrials. or agricultural sourccs. Eligiblc forcst-rclatcd rcsourccs would bc dcfincd as mill 
rcsiducs. prccoinincrcial tliiiiiiiiigs. slash. aid brush. but not including old-gcnvth timbcr. Solid 
wood waste matcrials would iiicludc wastc pallcts. cratcs, duiinagc. manufacturing aiid 
coiistruction wood wastcs (othcr than prcssurc- trcatcd. chcmically-trcatcd, or paiiitcd wood 
wastcs). a id  landscapc or right-of-way trcc trimmings. Agricultural sourccs would includc 
orchard trcc crops. vincyard. gain. Icpncs. sugar. aid othcr crop by-products or rcsiducs. 
Howcvcr. qual ifyiiig opai-loop biomass would not iiicludc muiiicipal solid wastc (garbage). gas 
dcrivcd from biodcgradatioii of solid wastc. or papcr that is coininoiily rccyclcd. Swiiic aid 
boviiic wastc iiutriciits would bc dcfiiicd as swiiic aiid boviiic ma~iurc aid littcr, iiicludiiig 
bcddiiig inatcrial for tlic disposition of maiiurc. Gcothcrmal aicrgywould bc dcfiiicd as aicrgy 
dcrivcd from a gcothmnal dcposit which is a gcotlicnnal rcsmwir coiisisting of natural hcat 
tvkich is storcd in rocks or in aii aqucous liquid or vapor (wlicthcr or not undcr prcssurc). 

Qualifyiiig opai-loop bioinass facilitics would bc facilitics using opai-loop biomass to 
producc clcctricity that arc placcd in scwicc prior to January 1.2005. Qualifying swiiic aid 
bovinc wastc iiutriait facilitics would bc facilitics using swiiic and boviiic wastc iiutriciits to 
producc clcctricity that arc placcd in scrvicc aftcr thc datc of aiactrnciit and bcforc Jaiuary 1. 
2007. Qualifyiiig gcotlicnnal aicrgy facilitics would bc facilitics using gcotlicnnal dcposits to 
producc clcctricity tliat arc placcd in smricc aftcr thc datc of aiactmait a i d  bcforc Jaiuary 1. 
2007. 

Tii thc casc of qualifliiig opcn-loop bioinass facilitics. tax-aycrs would bc ablc to claim 
the othmvisc allowablc crcdit for a thrcc-ycar pcriod. For facilitics placcd in scnricc aftcr thc 
datc of aiactmciit. thc thrcc-ycar pcriod would cominciicc wliai thc facility is placcd in smricc. 
Ti1 thc casc of opcii-loop biomass facilitics origiiially placcd in smricc bcforc thc datc of 
aiachnciit. tlic thrcc-ycar pcriod would coinmciicc aftcr Dcccinbcr 3 1.2002 and thc othcnvisc 
allowablc 1.5 cciit-pcr-kilo~vatt-hour crcdit (adjustcd for inflation) would bc rcduccd to 1 .0 cait- 
per-kilowatt-hour crcdit (adjustcd for iiiflatioii). Ti1 tlic casc of qualifying gcotlimnal ciicrgy 
facilitics. taxpaycrs would bc ablc to claim the othcnvisc allomblc crcdit for the fix-ycar pcriod 
coinmaicing whcii thc facility is placcd scnicc. 

Thc proposal would modify prcscnt law to providc that qualifying closcd-loop bioinass 
facilitics iiicludc my facility origiiially placcd iii smicc bcforc Dccanbcr 31. 1992 aid inodificd 
to usc closcd-loop bioinass to co-firc with coal bcforc Jaiuary 1.2007. 

In tlic caw of qualifliiig opai-loop biomass fxilitics aiid qualifying closcd-loop bioinass 
facilitics inodificd to usc closcd-loop bio~nass to co-firc with coal. tlic proposal would pcnnit a 
lcsscc opcrator to claim thc crcdit in lieu of thc omcr of tlic facilitics. 

Thc proposal would providc that ccrtaiii pcrsolis (public utilitics. clcctric coopcrativcs. 
rural clcctric coopcrativcs. aid Tiidiaii tribcs) could scll, tradc. or assign to aiiy taxpaycr any 
crcdits that would othcnvisc bc allowablc to tliat pcrsoii. if that pcrsoii tvcrc a taxpaycr. for 
productioii of clcctricity froin a qualificd facility owiicd by such pcrson. hi addition. m y  crcdits 
that would otlicnvisc bc allowablc to such pcrson may bc applicd as a prcpaymait to ccrtaiii 
loans or obligations uiidcrtakai by such pcrsoii uiidcr thc Rural Elcctrification Act of 1936. 
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e Lastly. tiic proposal would rcpcal tlic prcscnt-law rcductioii in allowablc crcdit for 
facilitics fininccd with tax-cxcmpt bond9 or with ccrtaiii loans rcccivcd undcr the Rural 
Elcctrification Act of 1936. 

Etl’ec tive Date 

Thc proposal gcncrally would bc cffcctivc for clcctricity sold froin qualifying facili tics 
aftcr thc datc of cnactincnt. For clcctricity produccd from qualifying opcil-loop biomass 
fxilitics originally placed in scnricc prior to tlic datc of cnactmcnt. thc proposal would bc 
cffcctivc January 1.2003. 
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IT. ALTERNATIVE VEHICLES AND FUEL INCENTIVES 

A. Modifications and Extensions of Provisions Relating to Electric VC...,.~S, 
CleamFuel Vehicles, and Clean-Fuel Vehicle Refueling Property 

Present Law 

A 10-pcrccnt tax crcdit is providcd for thc cost of a qualificd clcctric vchiclc. up to a 
inaxiinuin crcdit of $4.000 (scc. 30). A qualificd clcctric vcliiclc is a motor vcliiclc that is 
potvcrcd priinarily by an clcctric inotor drawing currciit from rcchargcablc battcrics. fucl cclls. or 
otlicr portablc sourccs of clcctrical currcnt. thc original usc of which coimnaiccs with thc 
taxpaycr. and that is acquircd for thc usc by thc taxpaycr and not for rcsalc. Thc full amount of 
thc crcdit is available for purchascs prior to 2002. Thc crcdit phascs down iii tlic ycars 2002 
tlirougli 2004. and is unavailablc for purchascs aftcr Dcccrnbcr 3 1,2004. Thcrc is no carry 
fonvard or carryback of thc crcdit for clcctric vcliiclcs. 

Ccrtaiii costs of qualificd clcan-fucl vcliiclc propcrty and clcm-fucl vcliiclc rcfucliiig 
propcrty may bc cxpcnscd mid dcductcd tvhcii such propcrty is placcd in scnricc (SCC. 179A). 
Qualificd clcan-fucl vcliiclc propcrty iiicludcs inotor vcliiclcs that usc ccrtaiii clcai-burning fucls 
(natural gas, liqucficd iiatural gas. liqucficd pctrolcuin gas. hydrogcn. clcctricity aid my otlicr 
fucl at lcast 85 pcrcait of which is incthanol. ctlimol. or any othcr alcoliol or ctlicr). Thc 
inaxiinuin ainount of thc dcductioii is $50.000 for a truck or van with a gross vcliiclc wciglit o w  
24.000 pounds or a bus with scatiiig capacitics of at lcast 20 adults; $5.000 in tlic czw of a truck 
or van with a gross vcliiclc wciglit bctwccii 10.000 and 26.000 pounds; and $2.000 in thc casc of * 

any otlicr inotor vchiclc. Qualificd clcctric vcliiclcs do iiot qualitjr for thc clcaii-fucl vchiclc 
dcductimi. 

Clcan-fucl vcliiclc rcfucl iiig propcrty coinpriscs propcrty for tlic storagc or dispcnsing of 
a clcaii-burning fucl, if tlic storagc or dispcnsing is thc point at tvliich tlic fucl is dclivcrcd into 
tlic fucl tank of a inotor vchiclc. Clcai-fuel vcliiclc rcfucliiig propcrty also iiicludcs propcrty for 
thc rccharging of clcctric vcliiclcs. but only if thc propcrty is locatcd at a point wlicrc thc clcctric 
vchiclc is rcchargcd. Up to $1 00.000 of such propcrty at cacli location owicd by the taxpaycr 
may bc cxpciiscd with rcspcct to that location. 

Thc dcductioii pliascs down in thc ycars 2002 tlirough 2004. and is unavailablc for 
purchascs aftcr Dccanber 3 1.2004. 

Description of Proposal 

Alternative motor vehicle credits 

Thc proposal would providc a crcdit to thc taxpaycr for thc purchasc of a iicw qualificd 
fucl ccll inotor vchiclc. aiicw qualificd altcrnativc fucl inotor vcliiclc. and a iicw qualificd hybrid 
inotor vchiclc. Thc taxpaycr would bc able to carry fonvard uiiuscd crcdits for 20 ycars or carry 
uiiuscd crcdits back for thrcc ycars (but iiot carricd back to taxablc ycars bcgiiiiiing bcforc thc 
January 1.2003). In thc casc of propcrty purcliascd by tax-cxcinpt pcrsons. tlic scllm inay claiin 
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thc crcdit. 111 addition to thc spccifications dcscribcd bclow, a qualitling vchiclc would haw to 
mcct ccrtaiii cmissioiis standards. 

Fucl cell motor vchiclcs 

Tlic crcdit for thc purcliasc of ncw qualificd fucl ccll motor vchiclcs gaicrally raiigcs 
bcttvccii U.000 aid $40.000 dcpaidiiig u p i i  thc wight class of thc vchicle. For automobilcs 
and light trucks. thc othmisc allowablc crcdit amount ($4.000) is iiicrcascd by ai anount from 
$1.000 to $4.000 dcpaiding upon thc vchiclc's fucl cfficicncy comparcd to a statcd standard. 
Crcdit may not bc claimcd for qualificd fucl ccll motor vcliiclcs purchascd a h  Dccanbcr 31. 
201 1. Thc twpaycr's basis in thc property is rcduccd by thc amount of crcdit claimcd. 

Hybrid motor vchiclcs 

Thc crcdit for thc purchasc of a iicw qualificd hybrid motor vchiclc gaicrally raiigcs froin 
$250 to $1 0.000 dcpaidiiig upon thc wcight of thc vchiclc aid thc maximum powcr available 
from thc vchiclc's battery systan. For autoinobilcs aid light trucks. tlic othcnvisc allowablc 
crcdit amount ($250 to $1.000) is incrcawd by ai amount from $1.000 to $3,500 dcpcndingupoii 
thc vchiclc's fucl cfficiaicy. For hcavy duty hybrid motor vcliiclcs, thc othenvisc allowablc 
crcdit ($1.000 to $10.000) is iiicrcascd dcpcnding upon thc vchiclc's wcight and providcd thc 
vchiclc inccts ccrtaiii 2007 (and bcyond) cmissioiis standards. Thc amount of crcdit is incrcascd 
by bctwccii $3.000 a i d  $1 2.000 for vchiclcs placcd in scnricc in 2003. is incrcascd by bcbvcai 
$2.500 and $1 0.000 for vchiclcs placcd in scnricc in 2004. is iiicrcascd by bctwcai $2,000 aiid 
$8.000 for vchiclcs placcd in scnricc in 2005. aiid is incrcascd by bcbvccn $1.500 aid $6.000 for 
vchiclcs placcd in scnicc in 2006. Crcdit may not bc claimcd for qualificd hybrid motor 
vchiclcs purchascd aftcr Dccanbcr 3 1.2006. Thc twpaycr's basis in tlic propcrty is rcduccd by 
tlic anouiit of crcdi t claimcd. 

% 

Altmnativc fucl motor vchiclcs 

Tlic crcdit for tlic purchasc of a iicw altmiativc fucl motor vchiclc cquals 40 pcrcclit of 
thc incrcinct~al cost of such vchiclc. plus ai additional 30 pcrceiit if thc vchiclc mcets ccrtaiii 
cmissioiis standards. For computation of thc crcdit. incrclnciital costs of thc vchiclc may iiot 
cxcccd bctwccii $5.000 aid $40.000 dcpaiding upon thc wcight of thc vchiclc. For this purposc. 
iticrcmclital cost gaicrally would bc dcfincd as tlic amount of tlic iiicrcxsc of thc cost of such a 
vchiclc coinparcd to thc cost of a comparablc gasoliiic or dicscl modcl. Qualifying altcniativc 
fucls arc coinprcsscd iiatural gas. liqucficd iiatural gas. liqucficd pctrolcum _MS. hydrogai. and 
my liquid inixturc consisting of at lcast 85 pcrccnt mcthaiiol. 

Ccrtaiii tnixcd-fucl vchiclcs also could claim thc altmiativc fucl motor vchiclc credit. at a 
rcduccd ratc. A mixcd-fucl vchiclc is a vchiclc with gross wcight of scvcn totis or inorc and is 
ccrtificd by thc maiiufacturcr as bciiig ablc to opcntc on a combination of altmiaiivc fucl a i d  a 
pctrolcuinbascd fucl. A qualifying mixcd-fucl vchiclc must usc at lcast 75 pcrcciit altcniativc 
fucl (a "75/25 mixcd-fucl vchiclc") or 90 pcrcait altmiativc fucl (a '??0/10 mixcd-fucl vchiclc") 
aid is iiicapablc of opcrating on a mixture containiiig lcss than 75 pcrcait altmiativc fucl in thc 
casc of a 75/25 vchiclc (Icss than 90 pcrcclit altmiativc fucl in tlic casc of a 90/10 vchiclc. A 
taxpaycr purchasing a 75/25 mixcd-fucl vchiclc may claiin 70 pcrcait of tlic othcnvisc allowablc 
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crcdit. A taxpaycr purchasing a 90/10 inixcd-fucl vchiclc inay claim 90 pcrcait of thc othcnvisc 
al lowablc crcd i t . 

Crcdit inay iiot bc claiincd for qualificd altcniativc fucl motor vcliiclcs purchascd aftcr 
Dcccmbcr 3 1.2006. Thc taxpaycr's basis in tlic propcrty is rcduccd by thc illnouiit of crcdit 
claiincd. 

Modification of credit for aualitied electric vehicles 

Tlic proposal would modify thc prcscnt-law crcdit for clcctric vchiclcs to providc that thc 
crcdit for qualifying vchiclcs gncrally rangcs bchvccn $3.500 aid M0.000 dcpcndiiig upon thc 
wciglit of tlic vchiclc and. for certain vchiclcs. tlic driving raigc of thc vchiclc. hi tlic casc of 
propcrty purchascd by tax-cxcinpt pcrsons. thc scllcr inay claim thc crcdit. Thc taxpaycr would 
bc incligiblc for thc dcduction allowablc undcr prcscnt-law scction 179A for a qualificd battcry 
clcctric vcliiclc on which a crcdit is allowablc. Thc proposal also would cxtcnd thc cxpiration 
datc of thc crcdit from Dcccinbcr 3 1.2004 to Dccanbcr 3 1.2006 a i d  would rcpcal tlic phascout 
schcdulc of prcscnt law. Thc taxpaycr would bc ablc to carry fonvard unuscd crcdits for 20 
ycars or carry uiiuscd crcdits back for thrcc ycars (but not carricd back to taxablc ycam bcgiiining 
bcforc thc January 1.2003). 

Extension of present-law section 179h 

Thc proposal would cxtcnd thc dcduction for costs of qualificd clcai-fucl vchiclc 
propcrty a i d  clcan-fucl vchiclc rcfucling propcrty through Dccanbcr 3 1,2006. Thc pha..c-dowi 
of prcscnt law for clcan fucl vchiclcs would bc inodificd such that tlic tax-paycr inay claim 75 
pcrccnt of tlic othcnvisc allowablc dcductioii in 2003 a id  2004.50 pcrcait of thc othcnvisc 
allowablc dcductioii in 2005. and 75 pcrcciit of thc othcnvisc allowablc dcductioii in 2006. 

' 

Credit for installation of alternative fuelinP stations 

Tlic proposal would psnnit taxpaycrs to claim a 50-pcrccnt crcdit for thc cost of installing 
clcan-fucl vchiclc rcfucliiig propcrty to bc uscd in a tradc or busincss of thc taxpaycr or iiistallcd 
at tlic principal rcsidaicc of thc taxpaym. In tlic casc of rctail clcan-fucl vchiclc rcfucliiig 
propcrty thc allowablc crcdit could iiot cxcccd $30.000. In thc casc of rcsidcntial clcan-fucl 
vchiclc rcfucliiig propcrty thc allowablc crcdit could iiot cxcccd $ 1  .OM. Thc taxpaycr's basis in 
thc property would be rcduccd by thc rtlnouiit of tlic crcdit and thc taxpaycr could not claim 
dcductioiis undcr scctioii 179A with rcspcct to propcrty for which thc crcdit is claiincd. In thc 
casc of rcfucliiig propcrty iiistallcd on propcrty owicd or uscd by a tax-cxcinpt pcrson. thc 
taxpaycr that installs thc propcrty inay claim tlic crcdit. To bc cligiblc for thc crcdit. tlic propcrty 
must bc placcd in scnlicc bcforc January 1.2007. Taxpaycrs would bc ablc to carry fonvard 
uiiuscd crcdits for 20 ycars. 

Credit for retail sale of alternative fuels 

Thc proposal would pcnnit taxpaycrs to claim a crcdit cqual to thc gasoliiic gallon 
cquivalcnt of 30 ccnts pcr gallon of altcrnativc fucl sold in 2003.40 ccnts pcr gallon in 2004. and 
50 caits pcr gallon thcrcaftcr. Quali&iiig altcniativc fucls arc coinprcsscd natural gas. liqucficd 
natural gas. liqucficd pctrolcuin gas. hydrogcn. any liquid mixturc consisting of at lcast 85 
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pcrcait incthmiol, aiid any liquid inixturc consistiiig of at lcast 85 pcrcclit ctliaiiol. Tlic gasoliiic 
gallon cquivalcncy of any altcrnativc fucl is dctcnnind by rcfcrclicc to thc British tlicnnal unit 
cniitciit of the altmiativc fucl comnparcd to 3 pllcni of gasolinc. Thc crcdit may bc claiincd for 
salcs prior to Jaiinav 1.2007. Thc crcdit would bc part of thc gclicral busiiicss crcdit. 

Elrective Date 

Tlic proposals rclatiiig to tlic crcdit for iiw fucl ccll inotor vcchiclcs. hybrid inotor 
vchiclcs. and dtcniativc fucl inotor vchiclcs. thc crcdit for battcry clcctric vcliiclcs. thc crcdit for 
al tcniativc fuel vchiclc rcfucling propcrty. and dcductioiis clcan fucl vcliiclcs and clcm fuel 
rcfucling propcrty would apply to propcrty placcd in scnricc aftcr Dccanbcr 3 1.2002. in taxablc 
ycars aiding aftcr Dcccinbcr 3 1. 2002. Tlic credit for rctail salcs of altcniativc fucls would apply 
to salcs of fucls aftcr Dccanbcr 3 1.2002. in taxablc ycars aiding aftcr Dcccinbcr 3 1.2002. 
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B. Modifications to Small Producer Ethanol Credit 

Present Law 

Small Droducer credit 

Prcscnt law providcs scvcral tax bcncfits for cthaiiol and mcthanol produccd fioin 
rcncwablc sourccs (e.&.. biomass) that arc uscd ~ 1 s  a motor fucl or that arc blcndcd with othcr 
fucls (c.g.. gasolinc) for such a USC. In thc casc of cthaiol, a scparatc 10-ccnts-pcr-gallon crcdit 
for sinall produccrs. dcfiiicd gcncrally a7 pcrsoiis wliosc production docs not cxcccd 15 million 
gallons p a  ycar and whosc production capacity docs iiot cxcccd 30 million gallons pcr ycar. 
Tlic alcohol fucls tax crcdits arc includiblc in incomc. This crcdit, likc tax crcdits gcncrally. may 
not bc uscd to offsct altcrnativc minimum tax liability. Thc crcdit is a trcatcd as a gcncral 
busincss crcdit. subjcct to thc ordcring rulcs and carryfonvardlcarryback rulcs that apply to 
busiiicss crcdits gcncrally. Thc alcohol hcls tax crcdit is schcdulcd to cxpirc aficr Dccanbcr 31. 
2007. 

Taxation of cooperatives and their patrons 

Undcr prcsciit law. coopcrativcs in cssclicc arc trcatcd as passthrough cnti tics in that thc 
coopcrativc is iiot subjcct to corporatc iiicomc tax to the cxtcnt thc coopcrativc tiincly pays 
patronagc dividciidq. Undcr prcscnt law (SCC. 38(d)(4)). thc only cxccss crcdits that inay bc 
flowcd-through to coopcrativc patron.. arc thc rchabilitatioii crcdit (scc. 47). thc cncrgy 
crcdit (scc. 48(a)). and thc rcforcstation crcdi t (SCC. 48(b)). 

Description of ProDosal 

Thc proposal would inakc scvcral modifications to tlic rulcs govcrniiig tlic sinal 

? 

ropcrty 

produccr 
cthaiol crcdit. First. tlic proposal would libcralizc thc dcfiiiitioii of an cligiblc small produccr to 
iiicludc pcrsoiis whosc production capacity docs not cxcccd 60 million gallons. Sccoiid. thc 
proposal would allow coopcrativcs to clcct to pass-through tlic small cthaiol produccr crcdits to 
its patrons. Tlic crcdit allowcd to a particular patron would bc that proportion of tlic crcdit that 
thc coopcrativc clccts to pass-through for that ycar as tlic amount of patronagc of that patron for 
that ycar bcars to total patroiiagc of all patrons for that ycar. 

Third. thc proposal would rcpcal thc rulc that iiicludcs thc small produccr crcdit in 
iiicomc of taxpaycrs claiming i t  a i d  would libcralizc thc ordcriiig and carryfonvardlcarryback 
rulcs for thc sinall produccr ctliaiol crcdit. Fourth. tlic proposal would allow tlic sinall produccr 
crcdit to bc claiincd against tlic altmiativc minimum tax. Finally. tlic proposal would providc 
that thc small produccr cthanol crcdit would iiot bc trcatcd as dcrivcd from a passivc activity 
uiidcr thc Codc rulcs rcstricting crcdits and dcductioiis attributablc to such activitics. 

EtYective Date 

Tlic proposal would bc cffcctivc for taxablc ycars bcgiiiiiiiig aficr datc of niactmcnt. 
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C. Transfer Full Amount ofExcise Tax Imposed on 
Gasohol to the Highway Trust Fund 

Present Law 

An 18.4 ccnts-pcr-gallon cxcisc tax is iinposcd on gasoliiic. Thc tax is imposcd wlicn thc 
fucl is rcmovcd fioin a rcfiiicry uiilcss thc rcmoval is to a bulk transportation facility (c.g.. 
rcmoval by pipcliiic or bargc to a rcgistcrcd tcrminal). In thc caw gasolinc rcmovcd in bulk by 
rcgistcrcd partics. tax is imposcd whcn thc gasolinc is ranovcd h m  tlic tcnninal facility. 
typically by truck (i.c.. "brcaks bulk"). If gasoliiic is sold to an unrcgistcrcd party bcforc it is 
rcmovcd from a tcnninal. tax is iinpscd on that salc. Wlicli tlic psolinc subscquaitly brcaks 
bulk. a sccond tax is iinposcd. Thc payor of thc sccond tax inay filc a rcfund claiin if i t  can 
prow paynait of thc first tw. Thc party liablc for paymcnt of tlic psolinc cxcisc tax is callcd a 
"position holdcr." dcfincd as thc owicr of rccord iiisidc thc rcfiiicry or tmninal facility. 

A 53-ccnts-pcr-gallon incoinc tax crcdit is allowcd for cthaiiol uscd as a motor fucl (tlic 
"alcohol fucls crcdit"). Thc bcncfit of thc alcohol fucls tax crcdit inay bc claiincd as arcduction 
in cxcisc tax payncnts whcii tlic cthaiol is blaidcd with gasolinc ("gasohol"). Thc rcduction is 
based 011 tlic amount of ctliaiol containcd in thc gasohol. Thc cxcisc tax bcncfits apply to 
gasohol blciids of 90 pcrccnt &asolinc/lO pcrcciit cthanol. 92.3 pcrccnt gasolind7.7 pcrccnt 
cthaiol. or 94.3 pcrccnt gasolinc/5.7 pcrccnt cthanol. Tlic incomc tax crcdit is bascd on thc 
amount of alcoliol contaiiicd in tlic blcndcd fucl. 

In gcncml. 18.3 ccnts pcr gallon of thc gasoliiic cxcisc tax is dcpositcd in thc Highway 
Trust Fund and 0.1 ccnt pcr gallon is dcpositcd iii tlic Lcakiiig Undcrpound Storagc Tank Trust 
Fund (thc "LUST" ratc). In tlic case of gasohol with rcspcct to which a rcduccd cxcisc tax is 
paid. 2.5 ccnts pcr gallon of tlic rcduccd tax is rctaincd in thc Gcncral Fund. Tlic balancc of thc 
rcduccd ratc (Icss tlic LUST ratc) is dcpositcd in thc Highway Trust Fund. 

Description of Pronosal 

Thc proposal would transfer tlic 2.5 caits pcr galloii of cxcisc tax oii gasohol that 
currcntly is rctaincd in thc Gciicral Fund to tlic Higliway Trust Fund. 

Etl'ec tive Date 

Thc proposal would bc cffcctivc taxcs iinposcd after Scptcmbcr 3 1.2003. 
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D. Modify Income Tax and Excise Tax Rules 
Governing Treatment of ETBE 

Present Law 

An 18.4 ccnts-pcr-gallon cxcisc tax is iinposcd on gasolinc. Thc tax is imposed wlmi tlic 
fucl is rcmovcd froin a rcfiiicry unlcss thc removal is to a bulk transportation facility (e.&.. 
ranoval by pipcliiic or bargc to a rcgistcrcd tcnninal). 111 thc caw psoliiic ranovcd in bulk by 
rcgistcrcd partics. tax is iinposcd wlicn tlic gaqolinc is rcmovcd tioin thc tmninal facility. 
typically by truck (i.c.. "brcaks bulk"). If gaqoliiic is sold to an uiircgistcrcd party bcforc it is 
ranovcd froin a tcnniiial. tax is imnposcd on that salc. Wliai tlic gasoliiic subscquciitly brcaks 
bulk. a sccond tax is iinposcd. Tlic payor of tlic sccoiid tax may filc a rcfund claiin if it caii 
prow payncnt of thc first tax. The party liablc for payncnt of thc psoliiic cxcisc tax is callcd a 
"positioii holdcr," dcfiiicd as thc o"~icr of rccord iiisidc thc rcfiiicry or tcnniiial facility. 

A 53-cait~-pcr-galloii incoinc tax crcdit is allowcd for ctliaiiol uscd as a inotor fucl (thc 
"alcohol fucls crcdit"). Tlic bciicfit of thc alcohol fucls tax crcdit imy bc claiincd as arcductioii 
in cxcisc tax payncnts ~;c;hcii thc cthwol is blcndcd with psoliiic ("gasohol"). Tlic rcductioii is 
bascd on tlic ainount of ctliaiol contaiiicd in thc gamhol. Tlic cxcisc tax bmcfits apply to 
gasohol blcnds of 90 pcrccnt gasoliiic/lO pcrcclit cthanol. 92.3 pcrccnt gasoliiic/7.7 pmccnt 
cthaiol. or 94.3 pcrcciit gasoliiic/5.7 pcrcciit ctliaiiol. Thc iiicoinc tax crcdit is bascd oil thc 
anouiit of alcohol coiitaiiicd in the blaidcd hcl. 

ETBE is ail ctlicr that is inatlufacturcd using cthaiol. Uiilikc ctliaiol. ETBE can bc 
blciidcd with gasoliiic bcforc tlic gasoliiic cntcrs a pipcliiic bccausc ETBE docs iiot rcsult in 
containination of fucl with watcr wliilc in transport. Trcasury Dcpartincnt rcgulatioiis providc 
that gasohol blciidcrs inay claiin thc iiicoinc tax crcdit a i d  cxcisc tax ratc rcductioiis for cthaiol 
uscd in tlic production of ETBE. Tlic rcplatioiis also a spccial clcction allowiiigrcfiiicrs to 
claiin tlic bcncfit of tlic cxcisc tax ratc rcductioii cvcn tkougli tlic fuel bciiig rcinovcd froin 
tmniiials docs not contain thc rcquisitc pcrcaitagcs of cthaiiol for claiiniiig tlic cxcisc tax rate 
rcductioii. 

Description of Proposal 

The proposal would rcplacc thc prcscnt-law rcplatory proccdurcs ciiabling rcfiiicrs to 
claiin cxcisc tax bclicfits on ETBE-blciidcd gasohol with aiicw cxcisc tax crcdit altmiativc to 
tlic alcohol hcls iiicoinc tax crcdit. Undcr tlic proposal. iii lieu of cxcisc tax ratc rcductioiis for 
spccificd gasohol blcnds. a rcfiiicr blcndiiig ETBE mid cthanol would accruc ai cxcisc tax crcdit 
cqual to thc anouiit of thc alcohol hcls crcdit or cxcisc tax ratc rcductioii otlicnvisc available for 
thc ETBE blcndcd fucl. Tlic rcfiiicr could usc this crcdit to offsct its cxcisc tax liability for 
Iiigliway inotor fucls uiidcr Codc scctioii 4081. Altcniativcly. thc crcdit could bc transfcrrcd to a 
rcgistcrcd positioii holdcr that is ainanbcr of tlic sainc coiitrollcd goup as tlic rcfiiicr. and tlic 
positioii lioldcr could usc thc cxcisc tax crcdit to offsct its liability for cxcisc taxes uiidcr thosc 
Codc scctioiis. 

11 



Effective Date 

Thc proposal would bc cffcctivc for fucls blciidcd aftcr datc of ciiactmait. 
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IIT. CONSERVATION AND ENERGY EFFICIENCY PROVISTONS 

A. Business Credit for Construction of New Energy-Efiicient Homes 

Present Law 

A iioiircfuiidablc. 10-pcrcciit busincss ciicrgy crcdit is allowcd for thc cost of iicw 
propcrty that is cquipinait ( 1 )  that uscs solar aicrgy to gciicratc clcctricity. to hcat or cool a 
structurc, or to providc solar proccs.. hcat. or (2) uscd to producc. distributc, or usc aicrgy 
dcrivcd froin a gmthcrmal dcposit. but only, iii thc ca.c of clcctricity gaicratcd by gcothcnnal 
powcr. up to thc clcctric traismissioii stagc. 

Thc busincss cncrgy tax crcdits arc ccnnponaits of thc gaicral busiiicss crcdit (scc. 
38(b)(l)). Tlic busiiicss aicrgy tax crcdits. whai combiiicd with all othcr compoiiaits of thc 
gaicral busiiicss crcdit. gaicrally may iiot cxcccd for aiy taxablc ycar thc cxccss of thc 
taxpaycr's nct iiicoinc tax ovcr tlic grcatcr of (1  ) 25 pcrcait of iict regular tax liability abovc 
$25.000 or (2) thc tcntativc minimum tax. For crcdits arisiiig iii taxablc ycars bcgiiiiiiiig aftcr 
Dccclnbcr 31. 1997. an uiiuscd gcncral busiiicss crcdit gaicrally inay bc carricd back oiic ycar 
aiid carricd fonvard 20 ycars (scc. 39). 

A taxpaycr inay cxcludc froin iiicomc thc valuc of aiy subsidy providcd by a public 
utility for thc purchasc or iiistallatioii of ai mcrgy coiiscnration incamrc. An aicrgy 
coiismratioii incasurc incais aiy installation or inodificatioii priinarily dcsigicd to rcducc 
coiisuinptioii of clcctricity or iiatural gas or to iinprovc thc inaiagcinait of aicrgy dcinaid with 7 

rcspcct to a dwclliiig unit (scc. 136). 

Thcrc is iio prcsciit-law crcdit for thc coiistructioii of iicw cncrgy-cfficiait hoincs. 

Description of Pro~osal 

Tlic proposal would providc a crcdit to aii cligiblc contractor of an ainount cqual to thc 
aggrcgatc adjustcd bascs of all aicrgy-cfficiait propcrty iiistallcd in a qualificd iicw cncrEy- 
cfficiclit Iioinc during construction. Thc crcdit cwiiot cxcccd $1 -250 ($2.000) in thc CLWC of a 
iicw hoinc which has aprojcctcd Icvcl of annual hcatiiig aid cooliiig costs that is 30 pcrccnt (50 
pcrcciit) lcss thaii a coinparablc dwclliiig coiistructcd iii accordaicc with Chaptcr 4 of thc 2000 
Tiitmiatioiial Eiicrgy Coiiscrvatioii Codc. 

Tlic cligiblc contractor would bc thc pcrsoii who coiistructcd thc hoinc. or iii tlic casc of a 
maiiufacturcd Iioinc. thc produccr of such hoinc. Eiicrgy cfficiaicy propcrty would bc my 
clicrgy-cfficiciit buildiiig ciivclopc comnpoiiait (iiisulation inatcrials or systan dcsigicd to rcducc 
hcat loss or gain, aiid cxtcrior windows. iiicludiiig skylights. a id  doors) a i d  any ciicrgy-cfficiait 
hcating or cooling appliaiicc that cai. individually or in coinbiiiatioii with othcr comnpoiiaits. 
incct thc standards for thc hoinc. 

To qualify it? an ciicrgy-cfficiclit iicw hoinc. thc hoinc must bc: (.1) a dwclliiig lncatcd in 
thc Uiii tcd Statcs; (2) tlic priiicipal rcsidclicc of thc pcrsoii who acquircs thc dwclliiig fioin thc 
cligiblc contractor; aid (3) ccrtificd to Iiavc a projcctcd Icvcl of ainual hcatiiig aid cooling 
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aicrgy coiisuinptioii that inccts thc staiidards for cithcr tlic 30-pCrWiit or 50-pcrccnt crcdit. Tlic 
hoinc inay bc ccrtificd accordiiig to a compoiiciit-based incthod or ai ciicrgy pmfonnaicc bascd 
mcthod. 

Effective Date 

Tlic crcdit applics to Iioincs whosc coiistructioii is substaiitially coinplctcd aftcr thc datc 
of ciiactinciit a i d  tvhich arc purcliascd during thc pcriod bcginiiiiig on tlic datc of ciiactinciit a i d  
aiding oii Dccanbcr 3 1.2007. 
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Present Law 

A iioiircfuiidablc. 10-pcrccnt businas ciicrgy crcdit is allowcd for tlic cost of iicw 
propcrty that is cquipnait: (1 )  that uses solar ciicrgy to gciicratc clcctricity. to licat or cool a 
structurc. or to providc solar proccss hcat; or (2) uscd to producc. distributc. or usc cncrgy 
dcrivcd froin a gcothcnnal dcpsit. but oiily. in thc casc of clcctricity gaicratcd by gcothmnal 
powcr. up to thc clcctric traisinissioii stagc. 

I 

Tlic busiiicss aicr~y tax crcdits arc coinpiiaits of thc gaicral busiiicss crcdit (scc. 
38(b)(l)). Thc busincss aicrgy tax crcdits. whai coinbiiicd with all othcr winpoiiaits of tlic 
gcncral busincss crcdit. gmcrally inay not cxcccd for any taxable ycar thc cxccss of thc 
taxpaycr‘s iict iiicoinc tax ovcr tlic grcatcr of: ( I  ) 25 pcrccnt of iict rcplar tax liability abovc 
$25.000 or (2) thc tciitativc ininimuin tax. For crcdits arisiiig in taxable ycars bcgiiiiiiiig aftcr 
Dccclnbcr 3 1 .  1997. aii uiiuscd gaicral busiiicss crcdi t gciicrally inay bc carried back oiic ycar 
and carried fonvard 20 ycars (SCC. 39). 

A taxpaycr inay cxcludc froin iiicoinc thc valuc of any subsidy providcd by a pub1 ic 
utility for thc purchasc or iiistallatioii of ai clicrgy coiismratioii incasurc. Aii aicrgy 
coiismratioii incasurc incans my iiistallatioii or modificatioii primarily dcsigicd to rcducc 
coiisuinptioii of clcctricity or natural gas or to iinprovc tlic imiagcinait of aicr~y dcinaid with 
rc.spcct to a dtvclliiig unit (SCC. 136). 

Tlicrc is 110 prcsciit-law crcdi t for thc inaiufacturc of ciicrgy-cfficiait appl iaiiccs. 

Description of Proposal I 
Thc proposal would providc a crcdit for thc production of ccrtaiii ciicrgy-cfficiait clotlics 

wadicrs aid rcfi-igcrators. Thc crcdi t would cqual $50 pcr appliaicc for ciicrgy-cfficiclit clotlics 
waslicrs produccd with a inodificd aicrgy factor (“MEF”) of 1.26 or gcatcr aid for rcfrigcmtors 
produccd that coiisuinc 10 pcrcciit lcss kilowatt-hours pcr ycar tlim tlic ciicrEy coiiscndoii 
standards proinulgatcd by tlic Dcpartinciit of Eiicrgy that took cffcct oii July 1.2001. Thc crcdit 
would equal $1 00 for aicrgy-cfficiait clotlics waslicrs produccd with a MEF of 1.42 or pcatcr 
(1.5 or grcatcr for washcrs produccd aftcr 2004) aid for rcfrigcrators produccd that coiisuinc 15 
pcrcciit less kilowatt-liours pcr ycar than tlic ciicrgy coiiscnratioii standards proinulgatcd by tlic 
Dcpartinciit of Eiicra that took cffcct oii July 1.2001. Aii ciicrgy-efficiclit rcfrigcrator would 
bc ai automatic defrost rcfrigcrator-frcczcr with ai iiitmial voluinc of at Icmt 16.5 cubic fcct to 
qualify for tlic crcdit. Ai1 aicrgy-cfficiait clotlics washcr would bc any rcsidaitial clotlics 
washcr. iiicludiiig a rcsidciitial stylc coiii opcratcd washcr. 

For each catcgory of appliaiccs (ix.. waslicrs that incct tlic l o ~ c r  MEF standard. waslicrs 
that incct tlic liiglicr MEF standard. rcfrigcrators that incct thc 1 0 pcrcciit standard. rcfrigcrators 
that incct thc 15 pcrcait standard). oiily production iii cxccss of avcragc production for cacli such 
catcgory during calaidar ycars 1999-2001 would bc cligiblc for tlic crcdit. TIic taxpaycr inay iiot 
claiin crcdits iii cxccss of $30 inillioii for all taxable ycars for appliaiiccs that qualify for tlic $50 
credit. aid may iiot claiin crcdits in cxccss of $30 inillioii for all twablc ycars for appliaiiccs that 
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qualify for tlic $1 00 crcdit. Additioiially. tlic crcdit allowcd for all appliaiccs may not cxcccd 
two pcrcait of tlic avcragc aiiiual gross rcccipts of tlic taxpaycr for thc thrcc taxablc ycars 
prcccdiiig tlic taxablc ycar in wliicli thc crcdit is dctmniiicd. Tlic prcsmit-law carry back rulcs of 
tlic gciicral busiiicss crcdit gciicrally would apply cxccpt that no crcdits attributablc to ciicrgy- 
cfficiciit applianccs may bc carricd back bcforc thc cffcctivc datc of this provision. 

Effective Date 

Tlic crcdit would apply to appliaiccs produccd aftcr Dcccinbcr 3 1 2002 and prior to (1) 
Jaiiuary 1.2005 in thc casc of rcfrigcrators that oiily imt thc 10 pcrccnt crcdit staiidard or (2) 
Jaiiuary 1.2007 in tlic ca..c of all otlicr qualificd ciicrgy-cfficiait appliaiiccs. 
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C. Tax Credit for Residential Fuel Cell, Solar and Wind Energy 

Present Law 

A nonrcfundablc. 10-pcrccnt busincss cncrgy crcdit is allowcd for thc cost of ncw 
propcrty that is cquipincnt (1) that uscs solar cncrgy to gncratc clcctricity. to hcat or cool a 
structurc. or to providc solar proms hcat. or (2) uscd to produce. distributc. or usc cncrgy 
dcrivcd from a gothcrmal dcpsit. but only. in thc casc of clcctricity gcncratcd by gmthmnal 
powcr. up to thc clcctric transmission stag. 

Thc busiiicss cncrgy tax crcdits arc compncnts of thc gcncral busiiicss crcdit (scc. 
38(b)(l)). Thc busiiicss cncrgy tax crcdits. whcn coinbincd with all othcr coinponcnts of thc 
gcncral busincss crcdit gcncrally may not cxcccd for any taxablc ycar thc cxccss of tlic 
taxpaycr’s nct iiicomc tax ovcr tlic gcatcr of (1) 25 pcrccnt of iict regular tax liability abovc 
$25.00 or (2) thc tciitativc minimum tax. For crcdits arising in taxablc ycars bcginiiiiig aftm 
Dcccmbcr 3 1 .  1997. an unuscd gcncral busiiicss crcdi t gncrally may bc carricd back onc ycar 
and carricd fonvard 20 ycars (scc. 39). 

A taxpaycr may cxcludc froin iiicoinc thc valuc of m y  subsidy providcd by a public 
utility for tlic purcliasc or installation of an cncqg consmration incasurc. An cncru 
consmratioii incasurc mcans any installation or modification primarily dcsigncd to rcducc 
consumption of clcctricity or natural gas or to improvc thc managcmciit of cncra dcmand with 
rcspcct to a dwclliiig unit (scc. 136). 

Thcrc is no prcscnt-law pcrsonal tax crcdit for rcsidcntial fucl ccll. solar or wind cncrgy 
ProDcrty. 

Descriution of Prouosal 

Thc proposal would providc a pcrsonal tax crcdit for tlic purchasc of qualificd wind 
cncrgy propcrty. qual ificd photovoltaic propcrty. aid qualificd solar watcr hcating propcrty that 
is uscd cxclusivcly for purposcs othcr than hcating swimining pools and hot tubs. Thc crcdit 
would bc cqual to 15 pcrccnt for solar watcr hcating propcrty and photovoltaic propcrty. and 
would bc cqual to 30 pcrcclit for wind ai~gy propcrty. Thc maximum crcdit for cacli of thcsc 
systcms of propcrty would bc $2.000. Thc proposal would also providc a 30 pcrccnt crcdit for 
tlic purcliasc of qualificd stationary or portablc fucl ccll powm plants. Thc crcdit for any fucl ccll 
may not cxcccd $1.000 for cach kilowatt of capacity. 

Thc crcdit would bc nomcfundablc and would bc allowcd agaiiist thc rcplar and 
ininiinuin tax. Thc dcprcciablc basis of thc propcrty would bc rcduccd by thc mount of thc 
crcdi t. 

Qualifying solar watcr hcating propcrty would mcan aii cxpcliditurc for propcrty to hcat 
watm for usc in a dwclliiig unit locatcd in thc Unitcd Statcs and uscd as a rcsidcncc if at lcast 
half of thc cncrgy uscd by such propcrty for such purposc is dcrivcd froin thc sun. Qualificd 
photovoltaic prnpcrty would bc propcrty that uscs solar cncrgy to gcncratc clcctricity for usc in a 
dwclliiig unit. Solar pancls would bc trcatcd as qualificd photovoltaic propcrty. Qualificd wind 
cncra propcrty would bc propcrty that uses wind ciicrgy to gcncratc clcctricity for usc in a 
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dwclliiig unit. A qualificd fucl ccll p w c r  plait is ai iiitcgratcd systcln comnpriscd of a fucl ccll 
stack msanbly and associated balancc of plait coinponcnts that coiivcrts a fucl into clcctricity 
using clcctrochcmical nm.ns. aid which has a11 clcctricity-only gaicratioii cfficicncy of grcatm 
than 30 pcrcciit and gcncratcs at lcast 1 kilowatt of clcctricity using ai clcctrochcmical proccss. 
Thc qualificd fucl ccll powcr plant must bc iiistallcd on or in coiincctioii with a dtvclliiig unit 
locatcd in tlic Uiiitcd Statcs and uscd by thc taxpaycr as a priiicipal rcsidmcc. Expciiditurcs for 
labor costs allocablc to onsitc preparation, ixqscmnbly. or origiiial installation of propcrty cligiblc 
for tlic crcdit '1Tiould bc cligiblc cxpciiditurcs. 

a 

Ccrtaiii cquipinait safcty rcquircinclits would iiccd to bc inct to qualiFy for thc crcdit. 
Spccial proration rulcs would apply in tlic casc ofjointly owmd propcrty. condominiums. aid 
tmait-stocklioldcrs in coopcrat ivc housing corporations. 

Thc crcdit would apply to purchascs aftcr Dcccinbcr 31.2002 and bcforc Jaiuary 1. 
2008. 
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D. Business Tax Tncentives for Fuel Cells 

Present Law 

A nonrcfundablc, 10-pcrccnt busincss cncrgy crcdit is allowcd for tlic cost of ncw 
propcrty that is cquipmcnt (1 ) that uscs solar cncrgy to gcncratc clcctricity. to heat or cool a 
structurc. m to providc solar process hcat. or (2) uscd to producc. distributc. or usc cncr,g 
dcrivcd fimn a gcotlicnnal dcposit but only, in tlic casc of clcctricity gcncratcd by gcotlicnnal 
powcr. up to thc clcctric trammission stap. 

Tlic busincss cncrgy tax crcdits arc compncnts of tlic gcncral busincss crcdit (scc. 
38(b)(l)). Tlic busiiics.. cncrgy tax crcdits. when coinbiiicd with all othm compncnts of thc 
gcncral busiiicss crcdit. gcncrally may not cxcccd for my taxablc ycar thc cxccss of tlic 
taxpaycr's nct iiicoinc tax ovcr thc gcatcr of (1) 25 pcrccnt of nct regular tax liability abovc 
$25.000 or (2) thc taitativc iniiiiinuin tax. For crcdits arising in taxablc ycars bcginiiing afim 
Dccanbcr 3 1 .  1997. aii unuscd gcncral busiiicss crcdi t pcra l ly  may bc carricd back om ycar 
and carricd fonvard 20 ycars (scc. 39). 

A taxpaym inay cxcludc from iiicomc tlic valuc of any subsidy providcd by a public 
utility for thc purciiasc or installation of ai cncru consmration incamrc. An aicrpy 
consmration incasurc incans my installation or modi fication primarily dcsigicd to rcducc 
consumption of clcctricity or natural gas or to improw thc tnanagancnt of ciicrgy dcmand with 
rcspcct to a dwclling unit (SCC. 136). 

Tlicrc is no prcscnt-law crcdit for fucl ccll powcr plant propcrty. 
0 

Description of Prouosal 

Tlic proposal would providc a 30 pcrcciit crcdit for thc purchasc of qualificd fucl ccll 
powcr plaits for busincsscs. A qualificd fucl ccll powcr plait is an intcgatcd systcrn compriscd 
of a fucl ccll stack assanbly and associated balancc of plait coinpoiicnts that convcrts a hcl into 
clcctricity using clcctrochanical incam. and which has an clcctricity-only gaicration cfficicncy 
of gcatcr than 30 pcrccnt and which gcncratcs at lcast 1 kilowatt of clcctricity. Tlic crcdit for 
any fucl ccll may not cxcccd $1.000 for cadi kilowatt of capacity. Thc crcdit would bc 
nonrchndablc. Tlic taxpaycr's basis in tlic propcrty would bc rcduccd by tlic ainount of tlic 
crcdi t claiincd. 

Etl'ective Date 

Thc crcdit for busincsscs would apply to propcrty placcd in scnricc aftcr Dccanbcr 3 1. 
2002 and bcforc January 1.2007. undcr rulcs similar to rulcs of scctioii 48(m) of thc Intcrnal 
Rcvcnuc Codc of 1986 (as in cffcct on tlic day bcforc thc datc of cnactincnt of tlic Rcvcnuc 
Rcconciliation Act of 1990). 
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E. Allowance of Deduction for Energy-Etlicient Commercial Building Property 

Present Law 

No spccial dcductioii is currciitly providcd for cxpciiscs iiicurrcd for clicrgy-cfficiciit 
coinincrci a1 bu i Idiiig propcrty . 

DescriDtion of Prouosal 

Thc proposal would providc a dcductioii cqual to clicrgy-cfficiciit coinincrcial building 
propcrty cxpciiditurcs inadc by thc twpaycr. Eiicrgy-cfficimt coinincrcial building proprty 
cxpcliditurcs would bc amoutit. paid or incurrcd for clicrgy-cfficiciit coinincrcial buildiiig 
propcrty iiistallcd in coiincction with thc iicw coiistruction or rcconstructioii of propcrty: ( 1  ) 
which would othcnvisc bc dcprcciablc propcrty; (2) which is locatcd in thc Unitcd Statcs. and (3) 
thc constructioii or crcctioii of which is coinplctcd by thc taxpaycr. Tlic dcductioii would bc 
limited to ai arnouiit cqual to thc product of $2.25 aid thc squarc footagc of thc propcrty for 
which such cxpcliditurcs wcrc madc. Thc dcductioii would bc allotvcd iii thc ycar in which thc 
propcrty is placcd in scnicc. 

Eiicrgy-cfficicn t coinincrc ial bui Id ing propcrty wou 1 d mcai any propcrty that rcduccs 
total annual cncrgy and powcr costs with rcspcct to tlic lighting. hcating. cooling. vclitilation. a id  
hot watcr supply systclns of thc building by 50 pcrcciit or inorc in comparison to a rcfcrciicc 
building which inccts thc rcquirclnciits of a Standard 90.1 - 1999 of thc Aincrican Socicty of 
Hcating. Rctiigcratiiig. and Air Coiidi tioniiig Engiiiccrs aid tlic Illuminating Eiigiiiccriiig 
Socicty of North Aincrica. Ccrtaiii ccrtificatioii rcquirclnclits would haw to bc inct. 

For public propcrty. such as schools. thc Sccrctary would issuc rcplatioiis to allow thc 
dcductioii to bc allocated to thc pcrsoii primarily rcsponsiblc for dcsigiiiig thc propcrty in licu of 
thc public clitity owiicr. 0 t h  rulcs would apply. 

EHective Date 

Thc proposal is cffcctivc for tmablc ycars bcginiiing aftcr Octobcr 1.2002 for plaiis 
ccrtificd prior to Dccclnbcr 3 1.2007. wliosc construction is coinplctcd on or bcforc Dcccmbcr 
3 1.2009. 
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F. Allowance of Deduction for Qualified Energy Management Devices 
and Retrofitted Qualified Meters 

Present Law 

No spccial dcductiai is currcntly pmvidcd for cxpcnscs incurrcd for qualificd aicrgy 
managcmcnt dcviccs. 

Thc proposal would providc a $30 dcductioii for cach qualified nctv or rctrofittcd cncrgy 
inaiiagcmcnt dcvicc placcd in scnicc by any taxpaycr who is a supplicr of clcctric cncrgy or 
natural gas or is a providcr of clcctric cncrgy or natural gas smriccs. A qualificd cncrgy 
managanciit dcvicc would bc my tangiblc propcrty cligiblc for accclcratcd dcprcciation undcr 
scction 168 and which is acquircd aid uscd by thc taxpaycr to cnablc consuincrs or othcrs to 
inanagc thcir purchasc. salc. or usc of clcctricity in rcsponsc to cncrgy pricc and usagc signals 
a i d  whicli pmnits rcadiiig of cncrgy pricc and usagc signals oii at lcast a daily basis. 

Thc dcductioii would not bc allowcd to propcrty uscd outsidc of thc Unitcd Statcs. Thc 
taxpaycr would Iiavc basis rcductioii for suck propcrty cqual to thc dcduction. Otlicr rulcs would 
aPPlY. 

I 

EWective Date 

Thc proposal would bc cffcctirlc for w y  qualificd cncrgy managcincnt dcvicc placcd in 
scnricc aficr thc datc of cnactrnciit of thc Act. 
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a .  

G. Three-Year Applicable Recovery Period for Depreciation 
of Qualified Energy Management Devices 

Present Law 

No spccial rccovcry pcriod is currcntly providcd for dcprcciatioii of qualificd cncrm 
maiiagancii t dcviccs. 

Descriu tion of Prouosal 

aicrgy 
cncrgy 
aicrgy 

Thc proposal would providc a 3-year rccovcry pcriod for qualificd IICW or rctrofittcd 
maiiaganait dcviccs placcd in scnicc by any taxpaycr tvlio is a supplicr of clcctric 
or natural gas or is a providcr of clcctric aicrgy OT natural gas sa-viccs. A qualificd 
maiiagcmcnt dcvicc would bc any taiigiblc propcrty cligiblc for accclcratcd dcprcciatioii 

undcr codc scctioii 168 and which is acquircd a i d  uscd by thc taxpaycr to cnablc coilsumcrs or 
othcrs to managc thcir purchasc, salc. or usc of clcctricity in rcspoiisc to aicrgy pricc aid usagc 
signals and which pcrmits rcading of aicrgy pricc and usagc sigials on at lcast a daily basis. 

Eirective Date 

Thc proposal would bc cffcctivc for aiy qualificd aicrgy maiagcinait dcvicc placcd in 
s m k c  aficr thc datc of aiactinciit of thc Act. 
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H. Energy Credt for Combined Heat and Power System Property 

Present Law 

A noiircfuiidablc. 10-pcrcciit busiiicss cncrgy crcdit is allowcd for thc cost of iicw 
propcrty that is cquipmcnt ( 1 )  that uscs solar aicrgy to gcncratc clcctricity. to hcat or cool a 
structurc. or to providc solar proccss hcat. or (2) uscd to producc. distributc. or usc aicrgy 
dcrivcd froin a gcothcnnal dcposit. but only. in the ca,c of clcctricity gaicratcd by gcothcnnal 
powcr. up to thc clcctric traisinission stagc. 

Thc busiiicss ciicrgy tax crcdits arc coinpoiiciits of thc gaicral busiiicss crcdit (scc. 
38(b)(l)). Thc busiiicss aicrgy tax crcdits. whai coinbiiicd with all othcr compoiiaits of thc 
gaicral busiiicss crcdit, gaicrally may not cxcccd for aiy taxablc ycar tlic cxccss of thc 
taxpayer's nct iiicoinc tax ovcr thc gcatcr of ( 1 )  25 pcrcait ofiict rcgular tax liability abow 
$25.000 or (2) thc tciitativc minimum tax. For crcdits arisiiig in taxablc years bcgiiniiiig aftcr 
Dccanbcr 3 1. 1997. an unuscd gaicral busiiicss crcdi t gciicrally may bc carricd back oiic ycar 
aid carricd fonvard 20 ycars (scc. 39). 

A taxpaycr may cxcludc from incomc thc valuc of any subsidy providcd by a public 
utility for thc purchmc or installation of ai cricrm coiismdoii inca,surc. Aii aicrgy 
coiismutioii incasurc incaiis aiy installation or inodificatioii primarily dcsigicd to rcducc 
coiisuinptioii of clcctricity or iiatural gas or to iinprovc the maiagcinait of aimm dcinmid with 
rcspcct to a dwclliiig uiiit (scc. 136). 

Thcrc is iio prcsciit-law crcdi t for coinbincd hcat aid powcr (Y"') propcrty. 

Description of Proposal 

Thc proposal would providc a 10 pcrcait crcdit for thc purchasc of coinbincd hcat a i d  
powcr propcrty. 

CHP propcrty would incaii propcrty: ( 1 ) which uscs thc sanc cncrgy sourcc for thc 
siinultaicous or scquaitial gaicration of clcctrical powcr. incchaiiical shaft powcr. or both. iii 

combiiiatioii with tlic gaimatioii of stcain or other forms of uscful thcrmal ciicrgy (iiicludiiig 
hcatiiig aid cooliiig applications); (2) which has ai clcctrical capacity of inorc than 50 kilowatts 
or a mcchaiical a i m g ~  capacity of inorc than 67 horscpowcr or an cquivalciit coinbiiiatioii of 
clcctrical aid mcchaiical aicrgy capacitics; (3) which produccs at lcast 20 pcrccnt of its total 
uschl ciicrgy in thc fonn of thcnnal aicrgy aid at lcast 20 pcrccnt in thc fonn of clcctrical or 
incchaiical pwcr  (or a coinbiiiatioii tlicrcof); and (4) thc cncrgy cfficiciicy pcrcaitagc of which 
cxcccds 60 pcrcait (70 pcrcciit iii thc cix~c of a systcin with ai clcctrical capacity iii cxccss of 50 
incpwatt. or a mcchanical cncrgy capacity in cxccss of 67.000 horscpwcr. or an cquivalcnt 
comb iiiati oii of cl cctri cal a id  incchai ical capaci ti cs.) 

CHP propcrty would iiot iiicludc propcrty uscd to traiisport tlic aicrgy sourcc to thc 
gcricratiiig facility or to distribute cncrgy produccd by tlic facility. 
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If a tmpaycr is allowcd a crcdit for C" propcrty. and thc propcrty would ordinarily havc 
a dcprcciation class lifc of 15 ycars or Icss. thc dcprcciatioii pcriod for thc propcrty is trcatcd m 
having a 22-ycar class lifc. Tlic prcsait-law cany back rulcs of tlic gciicral busiiicss crcdit 
gaicrally would apply cxccpt that 110 credits attributable to coinbiiicd hcat aid powcr propcrty 
inay bc carried back bcforc thc cffcctivc datc of this provision. 

El€ec tive Date 

Thc crcdit would apply to propcrty placcd in scnricc aficr Dccanbcr 31.2002 and bcforc 
Jaiuary 1.2007. 
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Tv. CLEAN COAL TNCENTTVES 

A. Investmen, and Production Credits for Clean Coal Techna.Jgy 

Present Law 

Prcsciit law docs iiot providc ai iiivcstinmt crcdit for clcctricity galcrating facilitics that 
usc coal as a fucl. Nor docs prcsciit law providc a production crcdit for clcctricity gaicratcd at 
facilitics that usc coal as a fucl. Howcvcr. a iioiircfuiidablc. 10-pcrcciit iiivcsbnait tax crcdit 
(“busiiicss aicrgy crcdit”) is allowcd for tlic cost of iicw propcrty that is cquipinciit ( 1  ) that uses 
solar aicrgy to gciicratc clcctricity. to hcat or cool a structurc. or to providc solar proccss Iicat, or 
(2) that is uscd to producc. distributc. or usc aicrgy dcrivcd froin a gcotlimnal dcposit. but oiily. 
in thc casc of clcctricity gciicratcd by gcotlicnnal powcr. up to thc clcctric traismissioii s t a g  
(scc. 48). Also. ai iiicomc tax crcdit is allotvcd for thc production of clcctricity froin cithcr 
qualificd wind mcrgy. qualificd “closcd-loop” biomass, or qualificd poultry wastc facilitics 
placcd iii scwicc prior to Jaiiuary 1.2002 (scc. 45). Tlic crcdit allowcd cquals 1.5 cciits pcr 
kilowatt-hour of clcctricity sdd. Thc 1.5 cciit f iprc is iiidcxcd for iiiflation aid cquals 1.7 caits 
for 2001. Tlic crcdit is allowablc for production during thc 1 0-ycar pcriod aftcr a facility is 
origiiially placcd in scnricc. Tlic busincss aicrgy tax crcdits and thc productioii tax crcdit arc 
coinpoiiaits of thc gaicral busiiicss crcdit (scc. 38(b)(l)). 

Description of Proposal 

In general * 

The proposal would crcatc thrcc iicw crcdits: a production crcdit for clcctricity produccd 
froin qualifyiiig clcm coal tccliiiology units; a production crcdit for clcctricity produccd froin 
qualifyiiig advaiiccd clcaii coal tcchiiology; aiid a crcdit for iiivcshnciits iii qual ifyiiig advaiccd 
clcaii coal tccliiiology facili tics. Ccrtaiii pcrsoiis (public utili tics. clcctric coopcrativcs. aid thc 
Tciiiicsscc Vallcy Authority) would bc cligiblc to obtaiii ccrtificatioiis froin tlic Sccrctary of tlic 
Trcasury (as dcscribcd bclow) for cach of thcsc crcdits a id  scll. tradc. or assign thc crcdit to any 
taxpaycr. 

Credit for investments in aualifvinu advanced clean coal technolow facilities 

Tlic proposal would providc a 1 0-pcrcciit iiivcstinclit tax crcdit for qualificd iiivcstinaits 
in advanced c h i  coal tccliiiology facilitics. Qualifyiiig advaiccd clcai coal clcctricity 
productioii facili tics inust utilizc advaiiccd pulvcrizcd coal or atinosplicric fluidizcd bcd 
coinbustioii tccliiiology. prcssurizcd fluidizcd bcd coinbustioii tccliiiology. intcgratcd gasification 
coinbiiicd cyclc tccliiiology. or somc otkcr tccliiiology ccrtificd by thc Sccrctary of Eiicrgy. Aiiy 
qualifliiig facility inust incct ccrtaiii capacity standards. thcnnal cfficiaicy standards. aiid 
anissioiis standards for SO2. nitrous oxidcs. particulatc cinissioiis, a i d  sourcc crnissioiis 
standards its providcd iii thc Clcan Air Act. 
iiot iiicludc my facility that uscs “rcfiiicd coal” (as dcfincd Part V.J.. of this docummt). In 
additioii. tlic taxpaycr would iiot bc ablc to claiin any invcstmciit crcdit with rcspcct to a facility 
for which thc twpaycr is iiot cligiblc to claiin a productioii crcdit for clcctricity produccd froin 
my qual ificd advaiccd clcm coal tccliiiology clcctricity gmcratioii uiii t as described bclow. 

A qualifying advaiiccd clcai coal facility would 
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To bc a qualificd iiivcshnciit in advaiiccd clcaii coal tcchiiology. thc taxpaycr inust 
rcccivc a ccrtificatc from thc Sccrctary of thc Trcasury. Thc Sccrctary inay pait ccrtificatcs to 
iiivcstmciits oiily to thc poiiit that 4.000 incgwatts of clcctricity production capacity qualifics for 
thc crcdit. Froin thc potclitial pool of4.000 incgawatk of capacity. iiot inorc thai 1.000 
incpwatts in total a id  iiot inorc than 500 incgawatts in ycars prior to 2009 shall bc allocated to 
facilitics using advaiccd pulvcrizcd coal or atmospheric fluidizcd bcd coinbustioii tcchnology. 
Froin thc ptciitial pool of 4.000 mcgawatts of capacity. iiot inorc tliai 500 mcgawatts in total 
a id  iiot inorc than 250 mcgawatk iii ycars prior to 2009 shall bc allocatcd to facilitics usiiig 
prcssurizcd fluidizcd bcd coinbustioil tcchnology. Froin thc potcnti al pool of 4.000 incgawatts 
of capacity. not inmc thai 2.000 mcgawatts in total a id  iiot inorc than 1 .000 incgawatts iii ycars 
prior to 2009 a id  iiot inorc tliw 1.500 incgawatts in ycar prior to 2013 shall bc allocatcd to 
facilitics usiiig intcgatcd gasification combiiicd cyclc tccliiiology. with or without fucl or 
clicinical co-producticni. Froin thc patciitial pool of 4.000 incgawatts of capacity. iiot morc than 
500 in total a i d  iiot inorc than 250 mcpwatts iii ycars prior to 2009 shall bc allocatcd to any 
othcr tcchiiology for which a carboii cmissioii ratc is iiot inorc than 85 pcrcclit of coiivclitional 
tccliiiolo&y. 

Production credit for electricity produced from aualifyinv clean coal technolow units 

Thc proposal providcs a production crcdit for clcctricity produccd froin ccrtaiii facilitics 
that haw bccli rctmfittcd. rcpowcrcd. or rcplaccd with a clcaii coal tcchnology witliiii tcii ycars 
of thc datc of aiachnciit. Thc valuc of thc crcdit is 0.34 cciits pcr kilowatt-hour of clcctricity 
produccd and is iiidcxcd for inflation occurriiig aftcr 2002 with thc first potciitial adjustinclit in 
2004. Thc taxpaycr may claiin the crcdit throughout thc tmycar pcriod coininciiciiig froin thc 
datc 011 which tlic qualifyiiig facility is placcd in scnricc. t 

A qualifyiiig clcan coal tcchiiology unit is a facility that inccts ccrtaiii capacity standards. 
thcrmal cfficiciicy staiidards, aiid cmissioiis standards for SO2, iiitrous oxidcs. particulatc 
clnissioim aiid sourcc cinissions standards ;is provided iii thc Clcaii Air Act. In addition. a 
qualifyiiig clcm coal tcchiiology uiii t would not bc a facility that is rccciviiig or is schcdulcd to 
rcccivc funding uiidcr tlic Clcai Coal Technology Program. thc Powcr Plant Tmnprovclnciit 
Tiiitiativc. or thc Clcai Coal Powcr Tiiitiativc adininistcrcd by thc Sccrctary of thc Dcpartmciit of 
Eiicrgy. Lastly. to bc a qualificd clcaii coal tcchiiology uiiit, thc taxpaycr inust rcccivc a 
ccrtificatc froin thc Sccrctary of thc Trcasury. Thc Sccrctary may p i i t  ccrtificatcs to facilitics 
oiily to thc poiiit that 4.000 incgawatts of clcctricity production capacity qualifics for tlic crcdit. 
Howcvcr. iio qualifyiiig facility would bc cligiblc if thc facility's capacity cxcccdcd 300 
inc pwatt s. 

Production credit for electricity produced from qualifyinv advanced clean coal technolow 

Thc proposal also would providc a production crcdi t for clcctricity produccd froin any 
qualificd advmccd clcw coal tccliiiology clcctricity gaicration uiiit that qualifics for thc 
iiivcstmcnt crcdi t for qualifying clcai coal tcchnology facili tics. it$ dcscribcd abovc. Thc 
productioii crcdit would bc claiincd oii thc suin of cach kilowatt-hour of clcctricity produccd aiid 
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tlic hcat value of othcr hcls or chcmicals produccd by thc taxpaycr at tlic facility.’ TIic 
production crcdit would bc claiincd for thc 10-ycar pcriod cornmcncing with thc datc thc 
qualifying facility is placcd in .scrvicc. Tlic valuc of thc crdit would vary dcpcndingupoii thc 
ycar thc facility wa.. placcd in scnricc. whcthcr thc facility produccs solcly clcctricity or 
clcctricity and fucls or clicinicals. and tlic ratcd tlicnnal cfficiciicy of thc facility. In addition. thc 
valuc of thc crcdit would bc rcduccd for thc sccoiid fivc ycars of cligiblc production. Tlic valuc 
of tlic crcdit would bc indcxcd for inflation occurring aftcr 2002 with tlic first potcntial 
adjushncnt in 2004. Thc tablcs bclow spccify tlic valuc of thc crcdit (bcforc indcxiiig is applicd). 

Not inorc tliai 8.400 

Morc than 8.400 but not morc than 8.550 

Morc than 8.550 but lcss than 8.750 

Advanccd clcan coal tcchnolom facilitics producing solcly clcctricity 

$.0060 $.0038 

$.0025 $.MI10 

$.all 0 $.0010 

Facilitics placcd in scnlicc bcforc 2009 

Morc than 7.770 but not inorc than 8.1 25 

Morc thw 8.125 but lcss than 8.350 

Crcdit amount pcr kilowatt- hour Thc facility nct hcat ratc. BtukWi adjustcd 
for thc hcat contcnt for tlic dcsigi coal is 
cqual to: 

$.0085 $.OM8 

$.0075 $.0055 

t 

Facilitics placcd in scnricc aftcr 200s and bcforc 201 3 

Crcdit ainount pcr kilowatt-hour 

ycam 

Thc facility iict hcat ratc. BtukWh adjustcd 
for tlic hcat contcnt for thc dcsipi coal is 
cqual to: 

Not inorc than 7.770 I $.0090 

’ Each 3.413 Btu of hcat coiitmt of thc fucl or chcinical is trcatcd as cquivalciit to oiic 
kilowatt-hour of clcctricity. 
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Facilitics placcd in smTicc aftm 201 2 a i d  bcforc 2017 

Not inorc than 7.380 

Morc than 7.380 but iiot inorc than 7.720 

Crcdit amount pcr kilowatt-hour 

ycam cqual to: 

$.0140 $.0115 

$.0120 $.0090 

Tlic facility dcsipi iict thcnnal cfficicncy is 
cqual to: 

Not ICSS tIia1 40.6% 

LCSS tha1 40.6% but iiot ICSS tlia1 40% 

LCSS thal 40% but not ICSS thai 39% 

Crcdit ainount pcr kilowatt-hour 

For tlic first fivc ycars For tlic sccoiid fivc 
ycam 

$.0060 $.0038 

$.0025 $.00lO 

$.0010 $.0010 

Facilitics nlaccd in scnricc aftm 2008 a i d  bcforc 2013 

~~ ~ 

LCSS t h  43.9% but iiot ICSS tlia1 42'%1 

Lcss tliai 42?4 but not lcss than 40.9% 

Crc d i t ainouii t pcr k i I owatt- hour 

ycars 

Thc facility dcsign iict thcnnal cfficiaicy is 
cqual to: 

$.0085 $.0068 

$.0075 $.0055 

1 Not lcss than 43.9% I $.0105 $4090 I I 
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Facilitics placcd in scrvicc aftcr 2012 and bcforc 201 7 e 
Tlic facility dcsipi nct tlimnal cfficiciicy is 
cqual to: 

Not ICSS t h i  44.2% 

LCSS tliai44.2% but iiot ICSS tliai43.6'X) 

Crcdit amount pcr kilowatt- hour 

For tlic first fivc ycars For tlic sccoiid fivc 
ycam 

$.0140 $.0115 

$.0120 $.0090 

Etrective Date 

Tlic proposal rclating to invcstmcnt crcdits for adwiccd clcan coal tcchnology facilitics 
would bc cffcctivc aftcr tlic datc of cnactincnt. The proposals relating to production crcdits 
would bc cffcctivc aftcr thc datc of cnactincnt. 
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V. OIL AND GAS PROVISIONS 

A. Tax Credit for Oil and Gas Production from Marginal Wells 

Present Law 

Thcrc is no crcdit for thc production of oil and gas froin marginal wclls. Tlic costs of 
such production may bc rccovcrcd uiidcr thc Codc's dcprcciatioii and dcplction rulcs and in otlicr 
caws as a dcductioii for ordinary and ncccssary busincss cxpcnscs. 

Description of Proposal 

Thc proposal would crcatc a ncw. $3 pcr barrcl crcdit for thc production of crudc oil aid 
a $0.50 crcdit pcr 1.000 cubic fcct of qualificd natural gas production. Tlic inaxiinuin amount of 
production on which crcdit could bc claiincd would bc 1,095 barrcls or barrcl cquivalcnts. In 
both cascs. tlic crcdit would bc availablc only for production from a "qualificd marginal wcll." 
Tlic credit would not bc availablc to production occurring if thc rcfcrcncc pricc of oil cxcccdcd 
$1 8 ($2.00 for natural gas). Tlic crcdit would bc rcduccd proportioiiatcly as for rcfcrcncc priccs 
bctwccn $1 5 and $1 8 ($1.67 illid $2.00 for natural gas). Rcfcrcncc priccs would bc dctcnnincd 
on a onc-ycar look-back basis. 

A qualificd inargiiial wcll would bc dcfiiicd a,. (1) a wcll production froin which was 
inargiiial production for purposcs of tlic Codc pcrccntagc dcplction rulcs or (2) a wcll that during 
thc taxablc ycar had (a) avcragc daily production of not inorc than 25 barrcl cquivalaits and (b) ~ 

produccd watcr at a ratc of not lcss than 95 pcrccnt of total wcll cfflucnt. 

Tlic crcdit would bc trcatcd as a gciicral busincss crcdit. 

Etrective Date 

Thc proposal would bc cffcctivc for production in taxablc ycars bcgiiiniiig aficr thc datc 
of cnachnait. 
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B. Natural Gas Gathering Lines Treated as SevewYear Property 

Present Law 

Thc applicablc rccovcry pcriod for wets placcd in Scn.icc undcr tlic Modificd 
Accclcratcd Cost Rccowry Systcm is bascd on tlic “ c l a ~  lifc of tlic propcrty.’’ Thc class livcs of 
asscts placcd in scrvicc aftcr 1986 arc gcncrally sct forth in Rcvcnuc Proccdurc 87-56.j Rcvcnuc 
Proccdurc 87-56 includcs two amt cl;lrscs tliat could dcscribc natural gas gatlicring lincs owiicd 
by nonproduccrs of natural gas. Assct class 46.0. dcscribing pipcl inc transportation. providcs a 
class Iifc of 22 ycars aid a rmovcry pcriod of I5 ycars. Assct class 13.2. dcscribing asscts uscd 
in thc cxploration for and production of pctrolcum aid natural gas dcposits. providcs a class lifc 
of 14 y c m  and a dcprcciation rccovcry pmiod of scnrcn years. Tlic uncmtainty regarding thc 
appropriatc rccovcry pmid of natural gas gatlicring lincs has rcsultcd in litigation bctwmi 
taxpaycrs aid thc IRS. Tlic 1 Ofh Circuit Court of Appcals Iicld that natural gas gathcring lincs 
owned by nonproduccrs falls within thc scopc of kmt class 13.2 (i.C.. 7-ycar rccovcry pcriod)! 
Morc rcccntly. tlic U.S. District Court for tlic Eastmi District of Micliigai. Soutlicrn Division. 
hcld that natural gas gathcring lincs owiicd by nonproduccrs falls within thc scopc of Assct class 
46.0 (i.C.. 15-ymr rccovcry pcriod).’ 

Description of Proposal 

Tlic proposal would cstablish a statutory 7-ycar rccovcry pcriod and a class Iifc of 10 
ycars for natural gas pthcring lincs. A natural gas pthcring liiic would bc dcfincd to includc 
my pipe cquipmcnt, and appurtcnancc that is ( 1 )  dctcrmiiicd to bc a pthcring linc by tlic 
Fcdcral Encrp~ Regulatory Commission. or (2) uscd to dclivcr natural gas from tlic wcllhcad or a 
common point to thc point at which such gas first rcaclics (a) a gzs proccssing plant. (b) an 
iiitcrconiicction with an intcrstatc transmission linc. (c) an intcrconncctioii with an intrastatc 
transmission linc. or (d) a dircct intcrconncction wi tli a local distribution company. a gas storagc 
facility. or an industrial consumcr. 

Etfective Date 

Tlic proposal would bc cffcctivc for propcrty placcd in scnicc aftcr datc of cnactmcnt. 

(1997 

1987-2 C.B. 674 (as clarificd and modified by RCV. Proc. 88-22.1988- 1 C.B. 785). 

Duke Enera  19. C~intniissioner. 172 F.3d 1255 ( 1  (Ith Cir. 1999). rev ’g 109 T.C. 41 6 4 

Scc also T h e  19. United Srares. 97-2 U.S. Tax Cas. (CCH) par. 50.946 (D. Wyo. 1997). 

5 Saginaw Bqv Pipeline Co. v. Unifed S1ate.v. 124 F. Supp. 2d 465 (E.D. Tulich. 200 1 ). 
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C. Repeal of Requirement of Certain Approved Terminals to Offer Dyed Diesel 
or Kerosene for Nontaxable Purposes 

Present and Prior Law 

Excisc taxcs arc iinposcd oii highway inotor fucls. iiicludiiig gasolinc. dicscl fucl, a i d  
kcrosaic. to finaiicc thc Highway Trust Fund progans. Subjcct to limitcd cxccptions. thcsc 
taxcs arc iinposcd on all such fuels whcn thcy an  rcinovcd froin rcgistcrcd pipcliiic or bargc 
tmniiial facili tics. with any tax-cxcinptions bciiig accolnplishcd by mcillis of rcfuiids to 
coiisuincrs of tlic fucl. Oiic such cxccption allows rcmoval of dicscl fucl a id  kcroscnc without 
paymcnt of tax if thc fucl is dcstincd for a iioiitaxablc usc (c.g.. usc hcatiiig oil) a i d  is 
iiidcl ibly dycd. 

Tcnniiial facilitics arc iiot pmnittcd to rcccivc and storc noirtax-paid inotor fucls unlcss 
thcy arc rcgistcrcd with thc Iiitmial Rcvcnuc Scnricc. Uiidcr prcscnt law. a prcrcquisitc to 
rcgistration is that if thc tcrminal offcrs for salc dicscl fucl. it must offcr both dycd and undycd 
dicscl fucl. Similarly. if thc tcnniiial offcrs for salc kcroscnc. it inust offcr both dycd and uiidycd 
kcroscnc. This “dycd-fucl inaiidatc” was cnactcd in 1997. to bc cffcctivc on July 1. 1998. 
Subscqucntly. thc cffcctivc datc was dclaycd until July 1.2000 aid dclaycd again through 
Dccanbcr 3 1.200 1. 

Description of Proposal 

Thc proposal would rcpcal thc dicscl fucl and kcroscnc-dycing inaidatc 

EtTective Date 

Thc proposal would bc cffcctivc on Jaiuary 1.2002. 
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D. Expensing of Capital Costs Incurred and Credit for Production in Complying 
with Environmental Protection Agency Sulfur Regulations 

Present Law 

Taxpayers gciicrally may rccovcr thc costs of invcstmcnts in rcfincry propcrty through 
annual dcprcciation dcductions. Prcscnt law docs not providc a crcdit for thc production of low- 
sulfur dicscl fucl. 

Descriution of Prouosal 

Thc proposal would pmnit small bu.incss rcfincrs to claim an immcdiatc dcductioii (i.c.. 
cxpcnsing) for up to 75 pcrccnt of thc costs paid or incurrcd for thc purposc of complying with 
thc Highway Dicscl Fucl Sulfur Control Rcquircincnts of tlic Enviroiimaital Protcction Agcncy. 

In addition. thc proposal would providc that a small busincss rcfiiicr may claim a crcdit 
cqual to fivc ccnts pcr gallon for cach gallon of low sulfur dicscl fucl produccd during thc pcriod 
bcginning onc ycar aftcr tlic datc of cnactmcnt and cnding with thc datc that is oiic ycar aficr thc 
datc on which thc taxpaycr muqt comply with applicablc EPA rcplations for tlic rcfincry. Tlic 
total production crcdit claimcd by tlic taxpaycr would bc liinitcd to 25 pcrccnt of thc capital cost. 
iiicurrcd to coinc into compliancc with thc EPA dicscl fucl rcquircmcnts. No dcduction would 
bc allowcd to tlic taxpaycr for cxpcnscs othcnvisc allowablc as a dcduction in an amount cqual to 
thc mount of production crcdit claimcd during thc taxablc ycar. 

For thcsc purposcs a small busiiicss rcfincr is a taxpaycr who within thc busincss of 
rcfiiiing pctrolcuin products cmnploys not morc than 1.500 cmployccs dircctly in rcfining on 
busiiicss days during a taxablc ycar in which thc dcductioii or production crcdit is claimcd and 
had an avcragc daily rcfinmy run not cxcccding 155.000 barrcls pm day for thc ycar prior to 
cnactmcn t. 

For taxpayers with an avcragc daily rcfincry run in thc ycar prior to ciiactincnt in cxccss 
of 155.000 aid not gcatcr than 205,000 barrcls pcr day. tlic proposal would pcnnit othcnvisc 
qualifying small busincss rcfincrs to claim an imincdiatc dcductioii for a pcrccntagc of qualifying 
capital costs cqual to 75 pcrccnt lcss thc pcrccntagc points dctcnnincd by tlic cxccss of tlic 
avcragc daily rcfinmy runs ovcr 155.000 barrcls pcr day dividcd by 50.000 barrcls pcr day. In 
addition. for thcsc taxpaycrs. tlic liinitation on thc total production crcdit that inaybc claiincd is 
rcduccd proportionatcly. 

In thc casc of a qualifying sinall busiiicss rcfiiicr that is owncd by a coopcrativc. the 
coopcrativc would bc allowcd to clcct to pass any production crcdits to patrons of thc 
organization. 

Eirective Date 

Thc proposal would bc cffcctivc for cxpcnscs paid or iiicurrcd aftcr thc datc of 
cnachncli t. 
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E. Determination of Small Refiner Exception to Oil Depletion Deduction 

Present Law 

Prcscnt law classifies oil and gas produccrs as indcpcndcnt produccrs or iiitcgatcd 
companics. Thc Codc providcs numcmus spccial tax rulcs for opcrations by indcpcndcnt 
produccrs. Onc such rulc allows indcpaidait produccrs to claim pcrccntagc dcplction 
dcductions ratlicr tlim dcducting tlic costs of thcir assct. a producing wcll. bascd on actual 
production h i n  thc wcll (i.c.. cost dcplction). 

A produccr is ai indcpcndcnt produccr only if its rcfining and rctail opcrations arc 
rclativcly sinall. For cxainplc. an indcpcndcnt produccr inay no t Iiavc rcfiiiing opcrations thc 
runs froin which cxcccd 50.000 barrcls on any day in tkc taxablc ycar during which indcpcndcnt 
produccr status is claimcd. 

Description of Proposal 

Thc proposal would changc thc rcfincry limitation on claiiniiig indcpcndcnt pmduccr 
status fiom a limit bascd on actual daily production to a limit bascd cm avcragc dailyproductioii 
for tlic taxablc ycar. Accordingly. thc avcragc daily rcfincry run for thc taxablc year could not 
cxcccd 50.000 barrcls. For this purposc. thc taxpaycr would calculatc avcragc daily rcfiiicry run 
by dividing total production for thc taxablc ycar by thc total iiuinbcr of days in tlic taxablc ycm. 

Etfec tive Date 

Thc proposal would bc cffcctivc for taxablc ycars bcginning aftcr Dcccmbcr 3 1.2002. 
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F. Extension of Suspension of Taxable Income Limit 
With Respect to Marginal Production 

Present Law 

In eeneral 

Dcplction. likc dcprcciation. is a fonn of capital cost rccovcry. In both caqcs. thc 
taxpaycr is allowcd a dcductioii in rccognitim of thc fact that ai assct--in tlic casc of dcplctioii 
for oil or gas intcrcsts. thc mincral rcsmrc itsclf--is bcing cxpcndcd in ordcr to producc incomc. 
Ccrtain costs iiicuncd prior to drilling an oil or gas propcrty arc rccovcrcd through thc dcplction 
dcduction. Thcsc includc costs of acquiring thc Icmc or othcr intcrcst in thc propcrty a id  
gcological and gcopliysical costs (in advancc of actual drilling). 

Dcplction is available to any pcrson Iiaving ai cconomic intcrcst in a producing propcrty. 
An ccmomic iiitcrcst is posscsscd in c ~ m y  casc in wliich thc taxpaycr Ims acquircd by 
invcstmcnt any intcrcst in minerals in placc. and sccurcs. by any fonn of lcgal relationship 
incoinc dcrivcd from thc cxtraction of thc mincral, to which it must look for a rctum of its 
capitaLh Thus. for cxanplc. both working iiitcrcsts and royalty intcrcsts in an oil- or gas- 
producing propcrty coiistitutc cconomic intcrcsts. tlicrcby qual ifying tlic intcrcst Iioldcrs for 
dcplction dcductioiis with rcspcct to thc propcrty. A taxpaycr wlio has no capital iiivcstinciit in 
tlic miiicral dcposit docs not posscss ai ccoiiomic intcrcst incrcly bccausc it posscsscs ai 
ccoiiomic or pccuniary advantagc dcrivcd from production through a contractual rclatioii. 

i 

Cost dcplction 

Two mcthodq of dcplction arc currcntly allowablc uiidcr tlic Tiitcrnal Rcvcnuc Codc (thc 
"Codc"): ( 1 )  thc cost dcplction mctliod. aid (2) thc pcrccntagc dcplctioii mcthod (SCCS. 61 1-613). 
Undcr tlic cost dcplction mcthod. thc taxpaycr dcducts that portion of thc adjustcd basis of thc 
dcplctablc propcrty which is cqual to thc ratio of uiiits sold from that propcrty during tlic taxablc 
ycar to thc numbcr of uiiits rcmaining as of thc cnd of taxablc ycar plus thc numbcr of units sold 
during thc taxablc ycar. Thus. tlic amount rccovcrcd undcr cost dcplction may nwcr cxcccd the 
taxpaycr's basis in thc propcrty. 

Pcrcclitagc dcplction and rclatcd iiicoinc limitations 

Thc Codc gmicrally limits thc pcrccntagc - dcplction mcthod for oil aid gaq propcrtics to 
iiidcpcndcnt produccrs and royalty owners. ' Gcncrally. undcr thc pcrccntagc dcplction mctliod 
15 pcrccnt of thc taxpaycr's goss iiicoinc from till oil- or gas-producing propcrty is allowcd as a 
dcduction in cacli taxablc ycar (scc. 61 3A(c)). Thc amount dcductcd gciicrally may not cxcccd 
100 pcrccnt of thc nct incomc from that propcrty in any ycar (thc "nct-income limitation") (SCC. 
613(a)). By contrast. for any othcr inincral qualifying for the pcrccntagc dcplction dcduction. 
such dcduction inay not cxcccd 50 pcrccnt of tlic taxpaycr's taxablc iiicomc from thc dcplctablc 

Trcas. Rcg. SCC. 1.61 l - l (b~1) .  

SCC. 613A. 

h 
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propcrty. A similar 50-pcrcait nct-incoinc limitatioii applicd to oil aiid gas propcrtics for taxablc 
ycars bcgiiiiiing bcforc 1991. Scctioii 1 1  522(a) of thc Omnibu, Budgct Rcconciliatiori Act of 
1990 prospcctivcly cliaiigcd tlic nct-iiicomc limitation tlircshold to 100 pcrcclit only for oil and 
gas propcrtics. cffcctivc for taxablc ycars bcgiiiiiing aftcr 1990. Thc 1 00-pcrcciit nct-iiicoinc 
limitation for marginal wclls has bccn suspciidcd for taxablc ycars bcginiiiiig aftcr Dcccinbcr 3 1. 
1997. aid bcforc Jaiuary 1.2002. 

Additionally. thc pcrcclitagc dcplctioii dcductioii for all oil and gas propcrtics may not 
cxcccd 65 pcrcnit of thc taxpaycr's ovcrall taxablc iiicomc (dctcnnincd bcforc such dcductioii 
a i d  adjustcd for ccrtaiii loss carrybacks and trust distributions) (scc. 613A(d)(I)).' Bccausc 
pcrcciitagc dcplction. uiilikc cost dcplction is computcd without rcgard to tlic taxpaycr's basis in 
thc dcplctablc propcrty. cuinulativc dcplctioii dcductioiis may bc gcatcr than thc amount 
cxpcndcd by tlic taxpaycr to acquirc or dcvclop thc propcrty. 

A taxpaycr is rcquircd to dctmniiic thc dcplctioii dcductioii for cach oil or gas propcrty 
uiidcr both tlic pcrcaitagc dcplctioii incthod (if thc taxpaycr is clititlcd to usc this incthod) a i d  
thc cost dcplction mctliod. If thc cost dcplctioii dcductioii is largcr. tlic taxpaycr must utilizc that 
mctliod for thc taxablc ycar in qucstioii (scc. 613(a)). 

Limitation of oil and gas percentave dedetion to independent producers and rovaltv 
owners 

Crclicrally. only iiidcpcndait produccrs a i d  royalty ow~icrs (as coiitrastcd to iiitcptcd oil 
coinpaiiics) arc allowcd to claim pcrcclitagc dcplctioii. Pcrccntagc dcplction for cligiblc 
taxpaycrs is allowcd oiily with rcspcct to up to 1 .000 barrcls of avcragc daily productioii of 
doincstic crudc oil or aii cquivalclit ainouiit of domcstic iiatuml gas (scc. 613A(c)). For 
produccrs of both oil aid natural &as. this limitation applics on a coinbiiicd basis. 

I 

hi addition to thc iiidcpclidclit produccr aiid royalty owmr cxccptioii. ccrtaiii salcs of 
natural gas uiidcr a fixcd coiitract in cffcct on Fcbruary 1. 1975. aid ccrtaiii natural gas fioin 
gcoprcssurcd brim" arc cligiblc for pcrcmtagc dcplction at ratcs of 22 pcrcclit and 10 pcrcait. 
rcspcctivcly. Thcsc cxccptioiis apply without rcgard to thc 1 .000-barrcl-pcr-day limitatioii a i d  
rcgardlcss of whcthcr thc produccr is aii iiidcpcndciit produccr or aii iiitcgratcd oil coinpaiiy. 

Descrir, tion of ProDosal 

Thc suspaisioii of thc 100-pmcclit net-iiicoinc limitation for marginal wclls would bc 
cxtaidcd ai additional five ycars. through taxablc ycars bcgiiiiiiiig bcforc Jaiuary 1.2007. 

Amounts disallowcd as a rcsult of this rulc inay bc carried fonvard and dcductcd in 
subscquciit taxablc ycars. subjcct to thc 65-pcrccnt taxablc iiicoinc limitation for thosc ycars. 

x 

This cxccptioii is Iimitcd to wclls. thc drilliiig ofwliich bcgai bcbvccn Scptcinbcr 30. 9 

1978. a i d  Jaiiuary 1.1984. 
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Eirective Date 

The proposal would bc cffcctivc on date of cnachnait for taxablc 
31,2001. 

cars aftcr Dccanbcr 
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G. Amortization of Geological and Geophysical Expenditures 

Present Law 

In veneral 

Geological and gcophysical cxpcnditurcs arc costs incurrcd by a taxpaycr for thc purposc 
of obtaining aid accuinulatiiig data that will s c n ~  as thc basis for thc acquisition arid rctaitioii of 
iniiicral propcrtics by taxpaycrs cxploring for tnincrals. A kcy issuc with rcspcct to tlic tax 
trcatinait of such cxpcliditurcs is whcthcr or not tlicy arc capital in naturc. Capital cxpcnditurcs 
arc not currciitly dcductiblc as ordinary a i d  iicccssary busincss cxpaiscs. but arc allocatcd to thc 
cost of thc propcrty. 

Courts haw hcld that gcological aiid gcophysical costs arc capital. a i d  thcrcforc arc 
allocablc to thc cost of thc propcrty" acquircd or rctaincd.12 Thc costs attributablc to such 
cxploratioii arc allocablc to thc cost of thc propcrty acquircd or rctaincd. As dcscribcd furthcr 
bclow. TRS administrativc rulings haw providcd furthcr guidancc rcgarding thc definition mid 
propm tax trcatincnt of gcological a id  gcopliysical costs. 

Revenue Ruling 77- 188 

In Rcvaiuc Ruling 77-1 8813 (Iicrcinaficr rcfmrcd to m the "1977 ruling"). thc TRS 
providcd guidmcc rcgarding thc propcr tax trcatincnt of geological and gcophysical costs. Tlic 
ruling dcscribcs a typical gcological mid gophysical cxploration progain as containing thc 
following clcmcnts: 

I 

It is custoinary in tlic scarch for inincral producing propcrtics for a taxpaycr to 
conduct an cxploratioii progain in oiic or morc idclitifiablc project arcas. Each 

Uiidcr scctioii 263. capital cxpciiditurcs arc dcfincd gcncrally as my ainount paid for 
iicw buildings or for pmtiaicnt iinprovcincnts or bcttcnncnts inadc to incrcasc thc valuc of any 
propcrty or cstatc. Trcasury rcgulatioiis dcfiiic capital cxpaiditurcs to includc ainounts paid or 
iiicurrcd (1) to add to thc valuc. or substantially pmlong tlic uscful lifc. of propcrty owicd by tlic 
taxpaycr or (2) to adapt propcrty to a iicw or diffcrcnt USC. Trcas. Rcg. SCC. 1.263(a)- 1 (b). 

I I) 

"Propcrty" incans ai intcrcst in a propcrty a.. dcfiiicd in scction 614 of thc Codc. aiid 
iiicludcs ai ccoiioinic iiitcrcst in a tract or parccl of hiid nohvithstaiidiiig that a inincral dcposit 
has not bccii cstablishcd or provcd at thc tiinc the costs arc incurrcd. 

II 

I' SCC. e.g., Schernterhrirn Oil Corporalion 17. Commis.sioner, 46 B.T.A. 15 1 (1 942). By 
contrast. scction 617 of tlic Codc pcnnits a taxpaycr to clcct to dcduct cmtain cxpaiditurcs 
iiicurrcd for thc purposc of asccrtaiiiing tlic cxistcncc. location, cxtcnt. or quality of my dcposit 
of orc or othcr inincral (but not oil a id  gas). Thcsc dcductions arc subjcct to rccapturc if thc 
iniiic with rcspcct to which thc cxpcnditurcs WMC incurrcd rcachcs thc producing stagc. 

l 3  1977-1 C.B. 76. 
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projcct arca ciicompasscs a tmritory that thc taxpaycr dctcnniiics can bc cxplorcd 
advaitagcously in a siiiglc intcgratcd opcratioii. This dctmniiiation is madc aftcr 
aialyzing ccrtaiii variablcs such as ( 1  ) thc sizc aiid topography of tlic projcct arca to 
bc cxplorcd. (2) thc cxistiiig infonnatioii availablc with rcspcct to thc pmjcct arca a id  
ncarby arcas. and (3) thc quantity of cquipmmt. tlic nuinbcr of pcrsoiiiicl. and thc 
anouiit of maiicy availablc to conduct a rcasoiiablc cxploratioii p rop in  o w  thc 
projcct arca. 

Thc taxpaycr sclccts a spccific projcct arca from which gmlogical mid gcophysical 
data arc dcsircd aiid conducts a rcconiiaissancc-typc sunicy uti1 iziiig various 
gcological aid gcophysical cxploratioii tcchniqucs. Thcsc tccliiiiqucs arc dcsigncd to 
yicld data that will afford a basis for idciitifyiiig spccific gological fcaturcs with 
sufficient miiicral potaitial to incrit hrtlicr cxploratioii. 

Each scparablc, noncontiguous portion of thc origiiial projcct ana in which sucli a 
spccific gmlogical fcaturc is idciitificd is a scparatc "arca of iiitcrcst." Thc origiiial 
projcct arca is subdividcd into as maiy small projccts iis thcrc arc arcm of iiitcrcst 
locatcd aid idciitificd within thc origiiial projcct arm. If thc circumstaiccs pcrmit a 
dctailcd cxploratory sunrcy to bc coiiductcd without ai iiiitial rccoiiiiaissaicc-typc 
sunrcy. tlic projcct arca and tlic arca of iiitcrcst will bc cocxtaisivc. 

Thc taxpaycr sccks to furthcr dcfiiic thc gcological fcaturcs idaitificd by thc prior 
rcconiiaissaiicc-typc sunrcys by additional. inorc dctailcd. cxploratory s u n ~ y s  
conducted with rcspcct to cach arca of iiitcrcst. For this purposc. tlic taxpaycr 
aigagcs in morc iiitciisivc gcological aiid gcophysical cxploratioii cmnployiiig 
mcthods that arc dcsigicd to yicld suficiciitly accuratc sub-surfacc data to afford a 
basis for a dccisioii to acquirc or rctaiii propcrtics witliiii or adjacciit to a particular 
arca of iiitcrcst or to abandon tlic aitirc arca of iiitcrcst as unworthy of dcvclopnciit 
by iniiic or wcll. 

$ 

Thc 1977 ruling provides that if. oii thc basis of data obtaincd froin thc prclimiiiary 
Ecological aid gcophysical cxploratioii opcratioiis. only oiic arca of intcrcst is locatcd aid 
idciitificd within tlic origiiial projcct arca thai thc ciitirc cxpaiditurc for thosc cxploratory 
opcratioiis is to bc allocatcd to that oiic arm of iiitcrcst aid thus capitalizcd into thc dcplctablc 
basis of that arca of iiitcrcst. 011 tlic othcr Iimid. if two orinorc arcas of iiitcrcst arc locatcd mid 
idciitificd within thc origiiial projcct arca. tlic aitirc cxpciiditurc for thc cxploratory opcrations is 
to bc allocatcd qually among thc various arcm of intcrcst. 

If 110 arcas of iiitcrcst arc locatcd aid idcntificd by thc taxpaycr withiii tlic origiiial projcct 
arca. thai thc 1977 ruling statcs that thc aitirc anouiit of thc gcological and gcophysical costs 
rclatcd to tlic cxploratioii is dcductiblc its a loss uiidcr scctioii 165. Thc loss is claimcd in tlic 
taxablc ycar in which that particular projcct arca is abaidolicd as a potaitial sourcc of iniiicral 
product ion. 

A taxpaycr may acquirc or rctaiii a propcrty within or adjacciit to an arc8 of iiitcrcst. 
bascd oii data obtaiiicd from a dctailcd survey that docs iiot rclatc cxclusivcly to aiy discrctc 
propcrty within a particular arca of intcrcst. Gaicrally. uiidcr tlic 1977 ruling. thc taxpaycr 
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allocatcs tlic aitirc ainouiit of geological and gcophysical costs to thc acquircd or rctaiiicd 
propcrty w a capital cost uiidcr scctioii 263(a). If inorc than oiic propcrty is acquired. i t  is propcr 
to dctmni iic thc anouiit of thc gcological aid gophysical costs allocablc to cach such propcrty 
by allocatiiig tlic aitirc amount of tlic costs ainong thc prnpcrtics mi tlic basis of comparative 
xrcagc . 

If. Iiowcvcr. no prqcrty is acquired or rctaiiicd witliiii or adjacciit to that arca of intcrcst. 
tlic aitirc ainouiit of tlic gcological aiid gcopliysical costs allocablc to tlic arca of intcrcst is 
dcductiblc m a loss uiidcr scctioii 165 for tlic taxablc ycar in which such area of iiitcrcst is 
abaidoncd as a potciitial sourcc of inincral production. 

In 1983. tlic TRS issucd Rcvcnuc Ruling 83-1 05.“ which claboratcs on thc positions sct 
forth in tlic 1977 ruling by scttiiig forth scvcii factual situations aid applyiiig tlic principlcs of thc 
1977 ruling to thosc situatioit.. In addition. Rcvaiuc Ruliiig 83-1 05 cxplains what coiistitutcs 
“abandonment a,, a ptaitial sourcc of iniiicral production.“ 

Descriution of Prouosal 

Tlic proposal would allow gcological and gcophysical costs iiicurrcd in coiiiicctioii with 
oil aid &as cxploration in tlic Uiiitcd Statcs to bc anortizcd ovcr two ycars. 

Eil’ec tive Date 

Thc proposal would bc cffcctivc for gcological aiid gcophysical costs paid or incurred in , 
taxablc ycars bcgiiiiiiiig aftcr Dcccmbcr 31. 2002. No iiifcraicc is iiitciidcd fioin thc prospcctivc 
cffcctivc datc of this proposal as to tlic propcr trcatinciit of prc-cffcctivc datc gcological aiid 
gcophys ical costs. 

e 

‘4 1983-2 C.B. 51. 
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H. Amortization of Delay Rental Payments 

Present Law 

Prcscnt law gcncrally rcquircs cost? associatcd with inmitory and propcrty licld for 
rcsalc to bc capitalizcd ratlicr than currcntly dcductcd as thcy arc incurrcd. (scc. 263). Oil and 
gas produccrs typically contract for ininmal production in cxchangc for royalty payncnts. If 
mineral production is dclaycd. thcsc contracts providc for “dclay rcntal payncnts” ;ts a condition 
of tlicir cxtcnsion. In proposcd regulations issucd in 2000. tlic Trmsury Dcpartmcnt took tlic 
position that tlic uniform capitalization rulcs of scction 263A rcquirc dclay rcntal paymaits to bc 
capitalizcd. l5 

Description of Proposal 

Tlic proposal would allow dclay rcntal payncnts incwrcd in conncction with tlic 
dcvclopmcnt of oil or gas within tlic Unitcd Statcs to bc anortizcd OVM tEvo ycars. 

Efyectiw Date 

Tlic proposal would apply to dclay rcntal payncnts paid or iiicurrcd in taxablc ycars 
bcginning aficr Dcccmbcr 3 1.2002. No infcrcncc is intcndcd froin thc prospcctivc cffcctivc datc 
of this proposal m to tlic propcr trcatincnt of prc-cffcctivc datc dclay rcntal paymcnts. 

* 

65 Fcd. Rcg. 6090 (2000). 
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I. Study of Coal Bed Methane 

Present Law 

Ccrtaiii fucls produccd fioin 'hoi~conVciitioiia1 sourccs" and sold to unrclatcd partics arc 
cligiblc for an iiicomc tax crcdit cqual to $3 (gcncrally adjustcd for inflation) pcr barrcl or BTU 
oil barrcl cquivalcnt (SCC. 29). Qualificd fucls must bc produccd within thc Unitcd Statcs. 

Qualificd hcls includc: 

(1 ) 

(2) 

oil produccd from slialc and tar sands; 

gas produccd from gcoprcssurcd brinc. Dcvoniai slialc. coal scams. tight 
fonnations ("tight sands"). or biomass; aid 

liquid. &a.scous. or solid syitlictic fucls produccd from coal (including ligiitc). (3) 

In gaicral. tlic crcdit is available only with rcspcct to fucls produccd from wclls drillcd or 
facilitics placcd in smicc aftm Dcccmbcr 31.1979. and bcfarc January 1. 1993. An cxccptioii 
cxtcnds thc January 1. 1993 cxpiratioii datc for facilitics producing gas from biomass and 
syntlictic fucl from coal if thc facility producing thc fucl is placcd in smricc bcforc July 1. 1998. 
pursuant to a binding contract ciitcrcd into bcforc January 1. 1997. 

Tlic crcdit may bc claiincd for qualificd fucls produccd and sold bcforc January 1.2003 
(in tlic cixc of noirconvaitional sourccs subjcct to thc January 1. 1993 cxpiratioii datc) or 
January 1.2008 (in tlic casc of biomass gas a i d  syntlictic fucl facilitics cligiblc for tlic cxtcnsioii 
pcriod). 

DescriDtion of ProDosal 

Tlic proposal would dircct thc Sccrctary of thc Trcasury to undcrtakc a study of cffcct 
SCC. 29 lias had oil tlic production of coal bcd mctlianc. Tlic Sccrctary's study would bc madc in 
conjunction with tlic study to bc undcrtakcn by tlic Sccrctary of tlic Intcrior on tlic cffccts of coal 
bcd mctlianc production on surfacc aid watcr rcsourccs. as providcd in scctioii 608 of S. 1766. 
Tlic study would cstimatc thc total anouiit of crcdit claiincd annually a i d  in aggrcgatc rclatcd to 
thc production of coal bcd mcthaic siiicc tlic cnachnctit of scc. 29. Tlic study would rcport thc 
ainual valuc of tlic crcdit allowablc for coal bcd inctlianc coinparcd to thc avcragc annual 
wcllhcad pricc of natural gas (pcr thoumid cubic fcct of natural gas). Tlic study would cstimatc 
tlic incrcmcntal iiicrcasc in production of coal bcd incthanc that ha. rcsultcd from tlic cnactmait 
of scc. 29. Tlic study would cstiinatc tlic cost to tlic Fcdcral govmimcnt. in tmns of thc nct tax 
bcncfi ts claiincd. pcr thousand cubic fcct of iiicrcincntal coal bcd incthanc produccd annually 
mid in aggcgatc sincc thc cnactincnt of SCC. 29. 

Etrective Date 

Tlic proposal would bc cffcctivc on tlic datc of cnachncnt. 
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J. Retined Coal 

Present Law 

Ccrtaiii fucls produccd from "iioi~coii~~ctitional sourccs" aiid sold to uiirclatcd partics arc 
cligiblc for an iiicoinc tax crcdit cqual to $3 (gaicrally adjustcd for inflation) pcr barrcl or BTU 
oil barrcl cquivalcnt (scc. 29). Qualificd fucls must bc produccd within thc Unitcd Statcs. 

Quai ificd fuels iiicludc: 

( 1  ) oil produccd from slialc aid tar saiids; 

(2) g m  produccd froin gcaprcssurcd briiic. Dcvoiiian shalc. coal scams. tight 
formations ("tight sands"). or bioinaw; aid 

(3) liquid. gaseous. or solid syithctic fucls produced froin coal (including ligiitc). 

In gciicral, tlic crcdit is availablc oiily with rcspcct to fucls produccd fi-om wclls drillcd or 
facilitics placcd in smricc aficr Dccanbcr 31.1979. aid bcforc Jaiuary 1. 1993. Aii cxccptioii 
cxtaids thc January 1. 1993 cxpiratioii datc for fmilitics produciiig g m  from biomass a i d  
syithctic fucl from coal if tlic facility produciiig thc fucl is placcd iii scnricc bcforc July 1. 1998. 
pursuant to a biiidiiig coiitract cntcrcd into bcforc January 1. 1997. 

Thc crcdit inay bc claiincd for qualificd fucls produccd aiid sold bcforc January 1.2003 ' 

(in thc cax  of iioircoiivctitioiial sourccs subjcct to tlic January 1. 1993 cxpiratioii datc) or 
Jaiiuary 1.2008 (in thc casc of biomass gas aid syithctic fucl facilitics cligiblc for thc cxtctisioii 
pcriod). 

Description of Pro~osal 

Thc propsal would pmnit taxpayers to claim crcdit 011 qualifying liquid. gascous, or 
solid syithctic fucls produccd froin coal (includiiig ligiitc) from facilitics placcd in scnricc aftcr 
datc of ciiactinciit aid bcforc Jaiiuary 1 .  2007. A qualifying fucl is a fucl that whai bunicd cinits 
20 pcrcait lcss SO2 aiid nitrogai oxidcs thai thc bumiiig of fccdstock coal or comparablc coal 
prcdomiiiaiitly availablc in thc inarkctplacc as of Jaiiuary 1.2002. aiid if thc fucl sclls at priccs at 
lcmt 50 pcrcait Fcatcr than thc priccs of thc fccdstock coal or coinparablc coal. Howcvcr. iio 
fucl produccd from ai advaiccd clcm coal facility (as dcfiiicd in Part 1V.A) would qualify as 
qualifyiiig fucl. Thc amount of crcdit would bc $3.00 pcr barrcl cquivalait. Tlic crcdit would bc 
allowcd for fucl produccd during tlic fivc-ycar pcriod bcgiiiiiiiig on thc datc thc facility is placcd 
in scnricc. 

Etl'ective Date 

TIic proposal would bc cffcctivc for fucl sold aftcr thc datc of aiactmciit. 
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K Natural Gas Distribution Lines Treated as FifteerrYear Property 

Present Law 

Tlic applicablc rccovcry pcriod for assets placcd in scn4cc uiidcr thc Modified 
Accclcratcd Cost Rccovcry Systan is bawd on thc “clz~ss lifc of tlic propcrty.” Thc clas livcs of 
asscts placcd in scnricc aftcr 1986 are gciicrally sct forth in Rcvciluc Proccdurc 87-56.‘” Natural 
“ m s  distribution pipclincs are assigicd a 20-ycarrccovcry pcriod and a class lifc of 35 ycars. 

Description of Proposal 

Tlic proposal would cstablish a statutory 15-ycar rccovcry pcriod and a class lifc of 20 
y c m  for iiatural p s  distribution lincs. 

Eiiective Date 

Thc proposal would bc cffcctivc for propcrty placcd in scnricc aftcr thc datc of 
aiactchncn t. 

“’ 1987-2 C.B. 674 (as clarified and modified by Rcv. Roc. 88-22.1988- 1 C.B. 785). 
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VI. PROVISIONS RELATING TO ELECTRIC 
INDUSTRY RESTRUCTURTNG 

Thc ultiinatc structurc of thc clcctric scnricc iiidustry wliai tlic currently aiiticipatcd 
ovcrall iiidustry rcstructuriiig is coinplctcd rcinains highly spcculativc at tlic prcsait timc. For 
cxamplc, tlic cxtait to which traiisinission activitics will bc consolidatcd into rcgioiial 
traiismissioii orgaiizatioiis aid thc structurc of tlinsc orgaiizatioiis ha? iiot bccii rcsolvcd. In 
particular. rcprcscntativcs of thc Fcdcral Eiimgy Rcplatory Coininissioii ("FERC") haw statcd 
that FERC is encouraging fonnatioii of scparatc rcgioiial traisinissioii orgaiizatioiis. but is iiot 
requiring utili tics to divcst tlicinsclvcs filly of ommrship of thcir traisinissioii assets whcii tlic 
utilitics participatc in such arraiganaits. Furthcr. tlic rolc of public powcr ciititics. iiicludiiig 
tlic cxtcnt to tvliicli aid tlic circumstaiccs undcr which thcsc cntitics lcgally or ccoiiomically 
may bc rcquircd to participatc in opcii acccss arraiganaits. is uiircsolvcd. 

Thc proposal rccogiizcs that i t  is not possiblc at thc prcsait timc to dcsipi tax prosisions 
that will addrcss aii as yct undcfiiicd lcgal and ccoiioinic iiidustry structurcs. Thc proposal would 
put iii placc aincchaiisin to aisurc that up-to-datc iiifonnatioii 011 tw issucs that arisc froin 
futurc dcvclopinciits is available to thc Coiipss  so that appropriatc cliaiigcs to thc tax law can 
bc coiisidcrcd oii a tiincly basis. 

Furthcr. on Jaiuary 18.2001. tlic Trcasury Dcpartmait publishcd tcinporary aid 
proposcd rcgulatioiis to providc guidsuicc to issucrs of govcrnmciital bonds for clcctric output 
facilitics ("thc rcplatioiis"). Thc rcgulatioiis providc significant iiitcriin rclicf for outstaidiiig 
clcctric output facility boiids. Bccausc of this iiitcrim rclicf aid thc aforcmcntioiicd uiiccrtaiiity 
rcgardiiig futurc industry structurc. tlic proposal docs iiot ddrcss issucs rclatcd to issuaiicc of 
tax-cxcinpt bonds. Thc proposal docs. Iiowcvcr. addrcss ccrtain aspccts of clcctric iiidustry 
rcstructuriiig that arc hiown at tlic prcsait timc aid for which comparablc iiitcriin rcplatory 
rcl icf Iias iiot bcai providcd -- issucs rclatiiig to ccrtaiii traiisfcrs of iiuclcar dccoinmissioiiiiig 
plaits by iiivcstor-owicd utilitics ("TOUS") aiid ccrtaiii traiisactioiis cnpgcd in by rural clcctric 
coopcrat ivcs. 

A. Ongoing Study and Reports With Regard to Tax Issues Resulting from Future 
Restructuring Decisions 

Thc proposal would dircct thc Dcpartmait of thc Trcasury (in coiisultatioii with FERC) to 
conduct aii oiigoiiig study of tax issucs rcsultiiig froin rcstructuriiig of tlic clcctric scnricc 
industry. Thc Trcasury would bc dircctcd to rcport to Coiigrcss at lcast suiiiually, 110 latcr than 
Dccanbcr 3 1.011 tax issucs idaitificd siiicc its last rcport. Thc first rcport would bc duc no latcr 
than Dccanbcr 31,2002. Thcsc annual rcprts would coiitiiiuc until such tiinc as tlic iiidustry 
rcstructuriiig activitics coiitcinplatcd uiidm thc lcgislatioii iii coiijunctioii with which thc proposal 
is to bc coiisidmcd haw bccii complctcd. 

Among othcr issucs, this oiigoiiig study would be cxpcctcd to focus on tlic cffcct of 
rcstructuriiig oii IOU's and coopcrativcs (c.8.. awt divcstiturcs). In addition. thc proposal 
aiticipatcs that thc Trcasury Dcpartmait as part of thc aimlysis uiidcrlyiiig its oiigoiiig study 
would rcvicw thc iiitcriin rclicf providcd to ccrtaiii tm-cxcinpt boiids in thc rcgulatioiis dcscribcd 
abovc. As currait uiiccrtaintics rcgardiiig thc clcctric scmicc iiidustry arc rcsolvcd. tlic proposal 
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aiticipatcs that thc Trcaiury would. in aii cxpcditious inaiiicr. adopt rcplatory provisioim that 
arc coiisistcnt with iti currait rcplatory authority midcr thc Codc. WIicrc chaigcs in thc privatc 
busiiicss usc rulcs arc dctmnincd to rcquirc Icgislatinn. thc proposal aiticipatcs that thc Trcwury 
would iiicludc rccoininciidatioiis oii such changcs in its annual rcports to Coiigrcss. 
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B. Modification to Special Rules for Nuclear Decommissioning Costs 

Present Law 

Overview 

Spccial rulcs dcaling with nuclcar dccommissioning rcscrv’c funds wcrc adoptcd by 
Coli&-rcss in thc Dcficit Rcduction Act of 19134 (“I 984 Act”). whcn tax issucs rcgarding tlic time 
valuc of moncy wcrc addrcsscd gcncrally. Undcr gcncral tax accounting rulcs. a dcduction for 
accrual basis taxpaycrs is dcfcrrcd until thcrc is ccoiiomic pcrformancc for thc itcm for which thc 
dcduction is claimcd. Howcvcr. tlic 1984 Act contains an cxccption undcr wliicli a twpaycr 
rcspoitsiblc for nuclcar poT;vcrplant dccommissioning may clcct to dcduct contributions inadc to a 
quali ficd nuclcar dccommissioning fund for futurc dccommissioning costs. Taxpaycrs who do 
not clcct this provision arc subjcct to gaicral tax accounting rulcs. 

Qualified nuclear decommissioning fund 

A qualificd nuclcar dccoinmissioning fund (a “qualificd fund”) is a scgcgatcd fund 
cstabl ishcd by a taxpaycr that is uscd cxclusivcly for thc payncnt of dccoinmissioning costs. 
taxcs on fund incomc. managcmcnt costs of tlic hiid. and for making invcshncnts. Thc incomc 
of thc fund is taxcd at a rcduccd ratc of 20 pcrcait for taxablc ycars bcginning aftcr Dcccmbcr 
3 1 .  199.5.‘- 

Contributions to a qualificd fund arc dcductiblc in tlic ycar inadc to tlic cxtcnt that tlicsc 
amounts wcrc collcctcd at part of thc cost of scnricc to ratcpaycrs (tlic “cost of scnricc 
rcquircincnt”). 
includcd in tlic taxpaycr‘s incomc. but thc taxpaycr also is cntitlcd to a dcductioii for 
dccoinmissioning costs a? ccoiiomic pcrfonnancc for such costs occurs. 

Funds wit1idras.m by thc taxpaycr to pay for dccominissioning costs arc 

Accuinulations in a qualified fund arc liinitcd to thc ainount rcquircd to fund 
dccoinmissioning costs of a nuclear powcrplmt for the pcriod during which tlic qualified fund is 
in cxistcncc (gaicrally post-1 984 dccoinmissioning costs of a iiuclcar powcrplant). For this 
purposc. dccommissioning costs arc coiisidmcd to accruc ratably ovcr a iiuclcar powcrplait‘s 
cstimatcd uscful lifc. In ordcr to prcvcnt accumulations of funds ovcr thc rcinaining lifc of a 
nuclcar powcrplant in cxccss of tliosc rcquircd to pay futurc dccommissioning costs of such 
nuclcar powcrplant and to cnsurc that contributioiis to a qualificd fund arc not dcductcd inorc 

I‘ As originally cnactcd in 1984. a qualificd fund paid tax on its cmiings at the top 
corporatc ratc and. a? a rcsult. thcrc was no prcscnt-valuc tax bcncfit of making dcductiblc 
contributions to a qualificd fund. Also. a? originally cnactcd. thc funds in thc trust could bc 
invcstcd only in ccrtain low risk invcstmcnts. Subscqucnt ancndincnts to thc provision Iiavc 
rcduccd thc ratc of tax on a qualificd fund to 20 pcrccnt and rclnovcd tlic rcstrictions on tlic typcs 
of pcnnittcd invcstmcnts that a qualiticd fund can makc. 

‘’ Taxpaycrs arc rcquircd to includc in gross incolnc customcr chargcs for 
dccoininissioning costs (scc. 88). 
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rapidly than Icvcl funding (taking into account aii appropriatc discount ratc). taxpayus must 
obtain a ruling froin tlic TRS to cstablisli tlic inaxiinuin aiiiiual Contribution that inay bc madc to a 
qualificd fund (thc “r~li1ig ainount”). In ccrtaiii instmiccs (c.g.. cliangc in cstiinatcs). a taxpaym 
is rcquircd to obtain a ncw ruling mount to rcflcct updatcd information. 

A qualificd fund may bc transfcrrcd in conncction with tlic salc. cxchangc or othcr 
transfcr of thc iiuclcar potvcrplmit to tvhicli it rclatcs. Tf thc transfcrcc is arcplated public utility 
aid incctq cutaiii othcr rcquircincnts. thc transfcr will bc trcatcd ;1s a noiitaxablc tran.wtion. No 
gain or loss will bc rccopiizcd on thc transfcr of tlic qualificd fund and thc transfcrcc will takc 
thc transfcror‘s basis in thc fund. “’ Tlic transfcrcc is rcquircd to obtain a iictvruliiig amount froin 
tlic IRS or acccpt a discrctioiiary dctcrmiiiatioii by tlic TRS. ‘I) 

Nonaualitied nuclear decommissioninv funds 

Fcdcral and Statc regulators inay rcquirc utilitics to sct asidc funds for iiuclcar 
dccominissioniiig costs in cxccss of tlic amount allowcd as a dcductiblc contribution to a 
qualificd fund. Tn addition. twpaycrs inay Iiaw sct asidc funds prior to thc cffcctivc datc of thc 
qualificd fund rules.')' Thc trcatinait of ainounts sct midc for dccoininissioning costs prior to 
1984 varics. Somc taxpaycrs inay haw rcccivcd no tax bcncfit whilc otlicrs inay haw dcductcd 
such anounts or cxcludcd such arnouiits tioin incoinc. Siiicc 1984. taxpaycrs Iiavc bcai rcquircd 
to iiicludc in gross iiicoinc custoincr ckargcs for dccoininissioning costs (SCC. 88). and a 
dcduction has not bccii allowcd for mounts sct a idc to pay for dccoinmissioning costs cxccpt 
through tlic usc of a qualificd fund. Tiicoinc canicd in a nonqualificd fund is taxablc to tlic fund‘s 
omcr  a.. it is cmicd. I 

Description of Proposal 

Repeal of cost of service reauirement 

Thc proposal would rcpcal thc cost of scnricc rcquircinait for dcductiblc contributions to 
a iiuclcar dccoininissioning fund. Thus, all taxpaycrs. iiicluding umcplatcd taxpayus, would bc 
allowcd a dcductioii for amounts coiitributcd to a qualificd fund. 

Clarify treatment of transfers of qualified funds and deductibility of decommissioning costs 

Tlic proposal would clarify thc Fcdcral iiicoinc tax trcahnciit of tlic traiisfcr of a qualificd 
hiid. No gain or loss would bc rccogiizcd to thc traisfcror or tlic traisfcrcc a,. a rcsult of tlic 
traiisfcr of a qualificd fund in conncctioii with thc traisfcr of thc powcr plant with rcspcct to 
which such fund was cstablishcd. In addition. tlic proposal would providc that all nuclcar 
dccoininissioning costs arc dcductiblc wliai paid. 

Trcas. rcg. SCC. 1.468A-6. IO 

’O Trcas. rcg. SCC. 1.468A-6(9. 

” Tlicsc funds arc gciicrally rcfcrrcd to as “nonqualificd funds.” 
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ENective Date 

Thc proposal would bc cffcctivc for taxablc ycars bcginiiiiig aftcr Dccclnbcr 31.2002. 

49 



-- 

C. Treatment of Certain Income of Electric Cooperatives 

Present Law 

In yeneral 

Uiidcr prcsait law. aii ciitity must bc opcratcd on a coopcrativc "asis in ordcr to "c 
trcatcd as a coopcrativc for Fcdcral iiicoinc tax purposcs. Although iiot dcfiiicd by statutc or 
rcplatioii. thc two principal critmia for dctmniiiing wlicthcr ai aitity is qcrating 011 a 
coopcrativc basis arc: ( 1 )  ownership of tlic coqcrativc by pcrsons who patronizc thc 
coopcrativc; and (2) rctuni of cmiiiigs to patroiis in proportion to thcir patroiiagc. Tlic Tntcrnal 
Rcvaiuc Sm+x rcquircs that coopcrativcs must qcrate uiidcr tlic following principlcs: ( 1  ) 
subordimtion of capital to control ovcr tlic cnopcrativc uiidcrtaking and fiiiancial bcncfits froin 
owicrsliip; (2) dcinocratic control by tlic incinbcrs of thc coopcrativc; (3) vcstiiig in and 
allocation arnoiig thc incmbcrs of all cxccss of opcrating rcvaiucs ovcr tlic cxpciiscs iiicurrcd to 
v raicratc rcvciiucs iii proportion to thcir participation in thc coopcrativc (patroiiagc); and (4) 
opcratioii at cost (iiot opcrating for profit or bclotv cost)." 

In gaicral. coopcrativc incinbcrs arc thosc who participatc in thc inaiiagcmait of tlic 
coopcrativc aiid wlio sharc in patroiiagc capital. As dcscribcd bclow. iiicomc froin tlic salc of 
clcctric ciicrgy by ai clcctric coopcrativc inay bc incinbcr or noli-inanbcr iiicoinc to thc 
cmpcrativc. dcpclidiiig oii tlic manbcrship status of thc purchascr. A inuiiicipal corporation 
inay bc a inanbcr or iioil-mcmnbcr of a coopcrativc. 

For Fcdcral iiicoinc tax purposcs. a coopcrativc gaimally coinputcs its incoinc as if i t  
wcrc a taxablc corporatioii. with oiic cxccptioii--thc coopcrativc may cxcludc h i n  its taxablc 
iiicoinc distributions of patroiiagc dividaids. In gaicral. patroiiagc dividciids arc tlic profits of 
thc coopcrativc that arc rcbatcd to its patroiis pursuant to a prc-cxistiiig obligatioii of thc 
coopcrativc to do so. Tlic rcbatc must bc inadc in soinc cquitablc fashion oii tlic basis of tlic 
quantity or valuc of business doiic with tlic coopcrativc. 

Exccpt for tax-cxcinpt farmcrs' coopcrativcs, coopcrativcs that arc subject to thc 
coopcrativc tax rulcs of subchaptcr T of thc Codc (scc. 1381. el seq.) arc pcnnittcd a dcductioii 
for patroiiagc dividaids froin tlicir taxablc iiicoinc only to thc cxtait of iict incoinc is dcrivcd 
froin trwsactioiis with patmiis wlio arc incmbcrs of thc coopcrativc (SCC. 1382). Thc availability 
of such dcductioiis froin iict iiicoinc has tlic cffcct of allowiiig the coopcrativc to bc trcatcd likc a 
conduit with rcspcct to profits dcrivcd froin trimsactioil, with patrolis who arc incinbcrs of thc 
coopcrat ivc. 

Coopcrativcs that qualify as tax-cxcinpt fanncrs' coopcrativcs arc pmni ttcd to cxcludc 
patroiiagc dividciids froin thcir twablc iiicoinc to thc cxtait of all iict iiicoinc. iiicludiiig nct 
iiicoinc dcrivcd froin trailractioiis with patroiis who arc not manbcrs of tlic coopcrativc. 

" Aiiiiouiicanait 96-24. Proposcd Exaininat ioii Guidcl iiics Rcgardiiig Rural Elcctric 
Coopcrativcs. 1996-16 I.R.B. 35. 
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providcd thc mluc of trmisactions with patrons wlr, arc not inclnbcrs of thc coopcrativc docs not 
cxcccd tlic valuc of tranLwtion with patrons who arc rncmbcrs of thc coopcrativc (SCC. 521 ). 

Taxation of electric coowratives exemr>t from subchaPter T 

In gcncral. thc coopcrativc tax rulcs of subchaptcr T apply to any corporation opcrating 
on a coopcrativc basis (cxccpt mutual savings banks. insuraicc comnpanics. othcr tax-cxcmpt 
organizations. and ccrtaiii utilitics). including tax-cxcinpt fmncrs‘ coopcrativcs (dcscribcd in scc. 
521 (b)). Howcvcr. subchaptcr T docs not apply to an organization that is “cngagcd in furnishing 
clcctric cncrgy. or providing tclcplionc scwicc. to pcrsons in rural arcas’’ (scc. 1381 (a)(2)(C)). 
Instcad. clcctric coopcrativcs arc taxcd undcr rulcs that wcrc gciicrally applicablc to coopcrativcs 
prior to thc cnactincnt of subcliaptcr T in 1962. Undcr thcsc rulcs. an clcctric cmpcrativc can 
cxcludc patronagc dividcnds from taxablc incoinc to thc cxtcnt of all nct incoinc of thc 
coopcrativc. iiicludiiig iict incoinc dcrivcd froin trwsactions wi tli patrons tvho arc not inclnbcrs 
of thc coopcrativc.23 

Tax exemution of rural electric cooueratives 

Scction 50l(c)(l2) providcs an iiicoinc tax cxanption for rural clcctric coopcrativcs if at 
lcast 85 pcrccnt of tlic coopcrativc‘s incoinc consists of mounts collcctcd from inanbcrs for thc 
solc purposc of mcctiiig losscs and cxpcnscs of providing smicc to its incmnbcrs. Tlic Intmial 
Rcvcnuc Scnricc takcs thc position that rural clcctric coopcrativcs also must comply with thc 
fundaincntal coopcrativc principlcs dcscribcd abovc in ordcr to qualify for tax cxanption uiidcr 
scctioii 501(~)(12).’~ Thc 85-pcrccnt tcst is dctcrmiiicd without taking into account aiy iiicoinc 
from qualificd polc rcntals and caiccllation of indcbtcdncss iiicoinc from tlic prcpaylncnt of a 
loan undcr scctiois 306A. 306B. or 31 1 of thc Rural Elcctrification Act of 1936 (as iii cffcct on 
January 1.1987). Thc cxclusion for canccllation of indcbtcdiicss incoinc appl ics to such incoinc 
arising in 1987. 1988. or 1989 on dcbt that cithcr origiiiatcd with. or is parantccd by. thc 
Fcdcral Govcniincnt. Rural clcctric coopcrativcs gcncrally arc subjcct to thc tax on uiirclatcd 
tradc or busincss iiicoinc uiidcr Codc scction 5 1 1. 

Description of Proposal 

Treatment of income from open access transactions 

Thc proposal would providc that incoinc rcccivcd or accrucd by a rural clcctric 
coopcrativc from any “opai acccss transaction” (otlicr than iiicoinc rcccivcd or accrucd dircctly 
or indircctly from a inanbcr of thc coopcrativc) is cxcludcd in dctcnnining wlicthcr a rural 
clcctric coopcrativc satisfics the 85-pcrccnt tcst for tax cxanption undcr scction 501(c)(l2). TIic 
tmn “opai acccss transaction” is dcfiiicd as my activity that would bc a “pcnnittcd opai access 
activity”. 

’j See RCV. Rul. 83-135. 1983-2 C.B. 149. 

” Rcv. Rul. 72-36.1972-1 C.B. 151. 
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As applicd to rural clcctric coopcrativcs. thc tcnn “pcnnittcd opcn acccs.9 activity” is 
dcfilicd ~ s - -  

( 1  ) thc provision or salc of transmission smriccs or micillary scnriccs on a 
nondiscriininatory opcn acccss basis: (i) pursuant to mi q c n  acccss transinission 
tariff filcd with mid approvcd by tlic Fcdcral Encrgy Regulatory Coininissioii 
(“FERC”) (including acccptablc rcciprocity tariffs). but only if (in the cmc of a 
voluntarily filcd tariff) thc coopcrativc film a rcport with FERC within 90 days of 
aiactincnt of this prosision rclatiiig to whctlicr or not thc coopcrativc will join a 
rcgional transmission organization (“RTO”); or (ii) uiidcr an RTO agccmait 
approvcd by FERC (including ai agccmcnt providing for tlic transfcr of control-- 
but not owicrship--of transmissiai facilities)$ 

(2) thc provision or salc of clcctric aicr~y distribution scnriccs or ancillary srmriccs 
on a nondiscriiniiiatory opcn acccss basis to aid-uscrs smrcd by distribution 
facilitics owmd by thc coqcratiw or its inanbcrs; 

(3) tlic dclivcry or salc of clcctric cncrgy on a nondiscriininatory opal acccss basis. 
providcd that such clcctric aicrgy is gaicratcd by a gaicration facility that is 
dircctly coiincctcd to distribution facilitics ow-ncd by tlic coopcrativc (or its 
incinbcrs) which o m s  thc gaicration facility. 

For purposcs of tlic 85-pcrcait tcst. tlic proposal also would providc that incoinc rcccivcd 
or accrucd by a rural clcctric coopcrativc froin my “opcn acccss transactimi” is trcatcd as an 
mount collcctcd froin manbcrs for thc solc purposc of incctiiig losscs and cxpcnscs. for 
purposcs of tlic 85-pcrcait tcst. if tlic iiicoinc is rcccivcd or accrucd iiidircctly froi~i a inanbcr of 
thc coopcrativc. 

, 

Treatment of income from nuclear decomniissionine transactions 

Thc proposal would providc that iiicoinc rcccivcd or accrucd by a rural clcctric 
coopcrativc froin any “nuclcar dccoininissioiiing traisactioii” also is cxcludcd in dctcnnining 
wlicthcr a rural clcctric coopcrativc satisfics thc 85-pcrcnit tcst for tax cxanptioii undcr scctioii 
501(c)( 12). Thc tcnn “nuclcar dccoininissioning transaction’’ is dcfiiicd as-- 

( 1 )  any transfcr into a trust. fund. or iiistruinciit cstablishcd to pay miy nuclcar 
dccoininissioning costs if thc transfcr is in conncctioii with the transfcr of thc 
coopcrativc‘s iiitcrcst in a nuclcar potvmplant or nuclcar powcrplait unit; 

(2) any distribution froin a trust. hiid. or iiistruincnt cstablislicd to pay any iiuclcar 
dccoininissioning costs; or 

(3) any caniiiigs froin a trust. fund. or instruinciit cstablishcd to pay aiy nuclcar 
dccoinin issi on i ng costs. 

’j Undcr this provision. rcfcrcnccs to FERC would bc trcatcd as including rcfcrcnccs to 
thc Public Utility Coinmission of Tcxas or thc Rural Utilitics Scnricc. 

52 



Treatment of income from asset exchanve or conversion transactions 

Thc proposal would providc that gain rcalizcd by a tax-cxcmpt rural clcctric coopcrativc 
from a voluntary cxchangc or involuntary convcrsion of ccrtain propcrty is cxcludcd in 
dctmmiiiing whcthm a rural clcctric coopcrativc satisfics thc 85-pcrccnt tcst for tax cxcmption 
undcr scctioii 50l(c)(12). This provision only applics to thc cxtcnt that: (1) thc gain qualifics for 
dcfcrrcd rccopition uiidcr scction 103 1 (rclating to cxcliangcs of propcrty Iicld for productivc 
usc or invcstmmit) or scctioii 1033 (rclating to iiivoluntary conversions); and (2) thc rcplaccmcnt 
propcrty that is acquircd by thc cmpcrativc pursuant to scctioii 103 1 or scction 1033 (as thc caw 
may bc) constitutcs propcrty that is uscd. or to bc uscd. citlicr for thc purposc of gcncratiiig. 
transmitting. distributing. or sclliiig clcctricity. or for thc purposc of producing. transmitting. 
distributing. or sclliiig natural gas. 

Treatment of cancellation of indebtedness income from wepayment of certain loans 

Thc proposal would providc that incomc from thc prcpaymciit of any loan. dcbt. or 
obligation of a tax-cxcmpt rural clcctric coopcrativc that is originatcd. iiisurcd. or parmtccd by 
thc Fcdcral Govcrnmcnt undcr thc Rural Elcctrificatioii Act of 1936 is cxcludcd in dctcnniiiing 
whcthcr tlic coopcrativc satisfics thc 85-pcmit tcst for tax cxcmptioii undcr scction 501(c)(12). 

Treatment of income from load loss transactions 

Tax-cxcinpt rural clcctric coopcrativcs-Thc proposal would prnvidc that iiicomc 
rcccivcd or xcrucd by a tax-cxcmpt rural clcctric coopcrativc from a “load loss transaction” is 
treated uiidcr 501 (c)(12) aq incoinc collcctcd from mcmbcrs for tlic solc purposc of mcctiiig 
losscs a i d  cxpcnscs of providing smricc to it.. mcmbcrs. Tlicrcforc. iiicomc from load loss 
transactions would bc trcatcd LX mcmbcr incomc in dctcnnining whc thcr a rural clcctric 
coopcrativc satisfics thc 85-pcrccnt tcst for tax cxcmption undcr scctioii 501(c)(l2). Thc 
proposal also would providc that iiicoinc from load loss traiisactions docs not causc arural 
clcctric coopcrativc to fail to bc trcatcd for Fcdcral iiicomc tax purposcs as a mutual or 
coopcrativc coinpany uiidcr thc fundamciital coopcrativc principlcs dcscribcd abovc. 

~ 

Thc tcnn “load loss transaction” would bc dcfiiicd as aiy wholcsalc or rctail salc of 
clcctric cncrgy (othcr than to a mcmbcr of tlic coopcrativc) to thc cxtcnt that thc agpcgatc 
amount of such salcs during a scvcn-ycar period bcgiiiniiig with thc “start-up ycar” docs not 
cxcccd thc rcduction in thc amount of salcs of clcctric c~ ic r~y  for cxli ycar of such pcriod by thc 
coopcrativc to mcmbcrs. Thc “start-up ycar” is dcfincd as thc first ycar: ( 1  ) that thc coopcrativc 
offcrs noiidiscriiniiiatory opcn acccss; or (2) in which at lcast 10 pcrcciit of the cwpcrativcrc‘s 
salcs of clcctric aicrEy arc to patrons who arc not manbcrs of tlic coopcrativc. 

Thc proposal also would cxcludc incomc rcccivcd or accrued by rural clcctric 
coopcrativcs from load loss transactions from thc tax on unrclatcd tndc or busincss incomc. 

Taxablc clcctric cmpcntivcs--The proposal would providc that similar rulcs apply to thc 
rcccipt or accrual of incomc from load loss transactions of taxablc clcctric coopcrativcs. For 
cxamplc, incomc from a load loss transaction would bc cxcludiblc froin thc taxablc incomc of a 
taxablc clcctric coopcrativc if tlic coopcrativc distributes such incomc pursuant to a prc-cxisting 
contract to distribute thc incomc to a patron who is not aincmbcr of thc coopcrativc. 
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EHective Date 

Thc proposal would bc cffcctivc for taxable ycam bcgiiining aficr tlic datc of cnacbncnt. 
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Vn. EXTENSTON OF TAX MCENTTVES FOR INDIAN RESERVA'TTONS 

A. Extension of Accelerated Depreciation and 
Wage Credit Benefits on 'Indian Reservations 

Present Law 

Prcscnt law includcs thc following tax iiiccntivcs for busincsscs locatcd within Indian 
rcscnrat ions. 

Accelerated depreciation 

With rcspcct to ccrtain pmpcrty uscd in coiincctioii with tlic conduct of a tradc or 
busiiicss within an Indian rcscnration. dcprcciatioii dcductioiis uiidcr scction 168Q) will bc 
dctmiiicd using tlic following rccovmy pcriods: 

3-ycar prop crty 2 ycars 
5-ymr pmpcrty ................................... 3 ycars 
7-ycar property ................................... 4 ycars 
10-ycar prop crty ................................. 6 ycars 
15-ycar propcrty ................................. 9 ycars 
20-ycar propcrty 12 ycars 
Noiircsidcntial rcal propcrty.. ............. 22 ycars 

................................... 

................................. 

"Quali ficd Indian rcscnrat i on propcrty " cligi blc for acccl cratcd dcprcciation iiicludcs 
propcrty which is ( 1 )  uscd by thc taxpaym prcdoininaitly in tlic activc conduct of a tradc or 
busincss within ai Indian rcsmration. (2)  not uscd or locatcd outsidc thc rcscnratioli on arcplar 
basis. (3) not acquircd (dircctly or iiidircctly) by thc taxpaycr fioin a pcrsoii who is rclatcd to thc 
taxpaycr (within tlic incaning of scctioii 465(b)(3)(C)). and (4) dcscribcd in tlic rccovcry-pcriod 
tablc abovc. In addition. propcrty is not "qualificd Indian rcsmration propcrty'' if it is placcd iii 

scrvicc for purposcs of conducting giniiig activitics. Ccrtain "qualified iiifraqtstructurc pmpcrty" 
may bc cligiblc for thc accclcratcd dcprcciation c m i  if locatcd outsidc ai Iiidiai rcscnation. 
providcd that thc purposc of such propcrty is to coiiiicct with qual ificd infiastructurc propcrty 
Iocatcd within tlic rcscnratioii (cg .  roads. powcr lincs. watcr systcms. railroad spurs. and 
coininuiiicati oils fac il it ics). 

Tlic dcprcciation dcductioii allowcd for regular tax purposcs is also allowcd for purposcs 
of tlic altcmativc iniiiiinuin tax. Thc accclcratcd dcprcciation for Indian rcscnations is availablc 
with rcspcct to propcrty placcd in smricc on or aftcr January 1. 1994. and bcforc January 1 .  
2004. 

Indian employment credit 

In gcncral. a crcdit against iiicoinc tax liability is allowcd to anploycrs for tlic first 
$20.000 of qualificd wagcs aid qualificd anploycc hcaltli insurancc costs paid or incurrcd by tlic 
anploycr with rcspcct to ccrtaiii cmnployccs (SCC. 45A). Thc crcdit is cqual to 20 pcrccnt of thc 
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cxccss of cligiblc anploycc qualificd tvagcs and hcalth insurancc costs during thc currait ycar 
over thc amount of such wagcs and costs incurrcd by thc cmploycr during 1993. Thc crcdit is an 
iiicrancntal crcdit. such that an anploycr's currcnt-ycar qualificd wagcs and qualificd anploycc 
hcaltli insurancc costs (up to $20.000 pcr anploycc) arc cligiblc for thc crcdit only to thc cxtcnt 
that tlic sum of such costs cxcccds tlic sum of coinparablc costs paid during 1993. No dcduction 
is allowcd for thc portion of thc wagcs cqual to thc amount of thc crcdit. 

Qualificd wagcs incans wagcs paid or incurrcd by ai cmploycr for scn4ccs pcrfonncd by 
a qualificd cmploycc. A qudificd cmploycc incans any cmnploycc who is an cnrallcd mcmbcr of 
ai Indim tribc OT thc spousc of an cnrollcd incmbcr of ai Indian tribc. who pcrfonm 
substantially all of thc scnriccs within an Indian rcsmTation. and whosc principal placc of abodc 
whilc pcrfonning such smTiccs is on or near thc rcsmration in which tlic sm+xs arc pcrfanncd. 
An amploycc will not bc trcatcd as a qualificd clnploycc for any taxablc ycar of thc anploycr if 
thc total mnount of wages paid or incurrcd by thc cmploycr with rc.spcct to such anploycc during 
thc taxablc ycar cxcccds ai anount dctcnniiicd at mi stlliiual ratc of $30.000 (adjustcd for 
inflation aftcr 1993). 

Thc wagc crcdit is available forwagcs paid or incurrcd on or aftm January 1. 1994, in 
taxablc ycars that bcgin bcforc Dccanbcr 31.2003. 

DescriDtion of' Prouosal 

Accelerated depreciation 

Thc proposal would cxtcnd thc accclcratcd dcprcciation iiicaitivc for two ycars (to 
propcrty placcd in scnlicc bcforc January 1.2006). 

Indian emdovment credit 

Thc proposal would cxtcnd thc Iiidian cmploynait crcdit inccntivc for two ycms (to 
taxablc ycars bcginniiig bcforc January 1.2006). 

EHective Date 

Thc proposal would bc cffcctivc on the datc of cnactmcnt. 
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GLOSSARY 

ACC - Arizona Corporation Commission 
ACC Staff - Staff of the Arizona Corporation Commission 
AFUDC -allowance for funds used during construction 
AISA - Arizona Independent Scheduling Administrator 
ANPP - Arizona Nuclear Power Project, also known as Palo Verde 
APS - Arizona Public Service Company, a subsidiary of the Company 
APSES - APS Energy Services Company, Inc., a subsidiary of the Company 
Cholla - Cholla Power Plant 
Cholla 4 - Unit 4 of the Cholla Power Plant 
Citizens - Citizens Communications Company 
Company - Pinnacle West Capital Corporation 
CPUC - California Public Utility Commission 
DIG - Derivatives Implementation Group 
DOE - United States Department of Energy 
EITF - Emerging Issues Task Force 
El Dorado - El Dorado Investment Company, a subsidiary of the Company 
EPA - United States Environmental Protection Agency 
ERMC - Energy Risk Management Committee 
FASB - Financial Accounting Standards Board 
FERC - United States Federal Energy Regulatory Commission 
FIP - Federal Implementation Plan 
Four Corners - Four Corners Power Plant 
GAAP -generally accepted accounting principles in the United States of America 
IS0 - California Independent System Operator 
ITC -investment tax credit 
KW - kilowatt, one thousand watts 
KWh -kilowatt-hour, one thousand watts per hour 
MW - megawatt, one million watts 
MWh -megawatt-hours, one million watts per hour 
1992 Energy Act - National Energy Policy Act of 1992 
NPC - Nevada Power Company 
NPUC - Nevada Public Utility Commission 
NRC - United States Nuclear Regulatory Commission 0 
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Nuclear Waste Act - Nuclear Waste Policy Act of 1982, as amended 
Palo Verde - Palo Verde Nuclear Generating Station 
PG&E - PG&E COT. 
Pinnacle West Energy - Pinnacle West Energy Corporation, a subsidiary of the Company 
PX - California Power Exchange 
RTO - Regional Transmission Organization 
Rules - ACC retail electric competition rules 
Salt River Project - Salt River Project Agricultural Improvement and Power District 
SCE - Southern California Edison 
SFAS - Statement of Financial Accounting Standards 
SunCor - SunCor Development Company, a subsidiary of the Company 
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PART I 

ITEM 1. BUSINESS 

Overview of Our Business 

We were incorporated in 1985 under the laws of the State of Arizona and own all of the 
outstanding common stock of APS. APS is Arizona’s largest electric utility and provides retail and 
wholesale electric service to the entire state with the exception of Tucson and about one-half of the 
Phoenix area. APS also generates and, directly or through our power marketing division, sells and 
delivers electricity to wholesale customers in the western United States. 

Our other major subsidiaries are: 

a Pinnacle West Energy, through which we intend to conduct our unregulated 
generation operations; 

a APS Energy Services, which sells energy and energy-related products and services in 
competitive retail markets in the western United States; 

a SunCor, which is a developer of residential, commercial, and industrial real estate 
projects in Arizona, New Mexico, and Utah; and 

El Dorado, which is primarily a venture capital and investment firm. 0 a 

We discuss each of these subsidiaries in greater detail below. 

At December 3 1 , 2000, we employed about 7,200 people, including the employees of our 
subsidiaries. Of these employees, 5,300 were employees of our major subsidiary, APS, and 
employees assigned to joint projects of APS where APS serves as project manager. About 1,900 
people were employed by the parent company and our other subsidiaries. Our principal executive 
offices are located at 400 North Fifih Street, Phoenix, Arizona 85004 (telephone 602-250-1000). 

See “Financial Review - Business Segments” in Item 7 and Note 18 of Notes to Consolidated 
Financial Statements in Item 8 for a discussion of our business segments. 

Forward-Looking Statements 

This document contains forward-looking statements based on current expectations and we 
assume no obligation to update these statements. Because actual results may differ materially from 
expectations, we caution readers not to place undue reliance on these statements. A number of 
factors could cause future results to differ materially from historical results, or from results or 
outcomes currently expected or sought by us. These factors include the ongoing restructuring of the 
electric industry; the outcome of regulatory and legislative proceedings relating to the restructuring; 
regional economic and market conditions, including the California energy situation, which could 
affect customer growth and the cost of power supplies; the cost of debt and equity capital; weather 
variations affecting local and regional customer energy usage; conservation programs; the successful 
completion of our generation expansion program; regulatory issues associated with generation 
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expansion, such as permitting and licensing; our ability to compete successfully outside traditional 
regulated markets (including the wholesale market); technological developments in the electric 
industry; and the strength of the stock market (particularly the technology sector in which El Dorado 
is currently invested) and the real estate market in SunCor’s market areas, which include Arizona, 
New Mexico and Utah. 

BUSINESS OF ARIZONA PUBLIC SERVICE COMPANY 

Following is a discussion of the business of APS, our major subsidiary. 

General 

APS was incorporated in 1920 under the laws of Arizona and is Arizona’s largest electric 
utility, with more than 850,000 customers. APS provides wholesale or retail electric service to the 
entire state of Arizona, with the exception of Tucson and about one-half of the Phoenix area. APS 
also generates and, directly or through our power marketing division, sells and delivers electricity to 
wholesale customers in the western United States. During 2000, no single purchaser or user of 
energy accounted for more than 3.5% of total electric revenues. 

At December 3 1 , 2000, APS employed 5,300 people, which includes employees assigned to 
joint projects where APS is project manager. APS’ principal executive offices are located at 400 
North Fifth Street, Phoenix, Arizona 85004 (telephone 602-250- 1000). 

Regulation and Competition 

Retail 

The ACC regulates APS’ retail electric rates and its issuance of securities. The ACC must 
also approve any transfer of APS’ utility property and transactions between APS and affiliated 
parties. See “Financial Review - Business Outlook - Competition and Industry Restructuring” in 
Item 7 and Note 3 of Notes to Consolidated Financial Statements in Item 8 for a discussion of 
electric industry restructuring in Arizona, including APS’ 1999 Settlement Agreement, the ACC 
retail electric competition rules, and the legal challenges to both the 1999 Settlement Agreement and 
the Rules. 

Although the Rules allow retail customers to have access to competitive providers of energy 
and energy services, APS is the “provider of last resort” for standard offer customers under rates that 
have been approved by the ACC. These rates are fixed until July 1 , 2004. The 1999 Settlement 
Agreement allows APS to seek adjustment of these rates in the event of emergency conditions or 
circumstances, such as the inability to secure financing on reasonable terms, or material changes in 
APS’ cost of service for ACC-regulated services resulting fi-om federal, tribal, state or local laws, 
regulatory requirements, judicial decisions, actions or orders. Energy prices in the western wholesale 
market vary and, during the course of the last year, have been volatile. At various times, prices in the 
spot wholesale market have significantly exceeded the amount included in APS ’ current retail rates. 
APS expects these market conditions to continue in 200 1. We believe we have adequately 
supplemented our current generation portfolio with power purchased through contracts and hedging 
techniques that limit exposure to the volatile spot wholesale power market. However, in the event of 
shortfalls due to unforeseen increases in load demand or generation outages, we may need to 
purchase additional supplemental power in the wholesale spot market. Unless APS is able to obtain 
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an adjustment of its rates under the 1999 Settlement Agreement, there can be no assurance that APS 
would be able to fully recover the costs of this power. 

As discussed in “Financial Review - Electric Competition (Retail)” in Item 7 and in Note 3 
of Notes to Consolidated Financial Statements in Item 8, the 1999 Settlement Agreement authorizes 
APS to transfer its competitive generation assets and services to one or more corporate affiliates no 
later than December 3 1,2002. APS intends to move its generation assets to Pinnacle West Energy 
within that timeframe. Following its receipt of these generation assets, Pinnacle West Energy 
expects to sell its power at wholesale to our power marketing division (Power Marketing). Power 
Marketing, in turn, is expected to sell power to APS and to non-affiliated power purchasers. APS is 
expected to meet fifty percent of its energy needs under a power purchase agreement with Power 
Marketing. As required by the Rules, APS will acquire the remaining fifty percent of its energy 
needs through a competitive bid process in which Power Marketing may participate. We believe that 
these arrangements will allow us to manage APS’ exposure to the wholesale power market during the 
period within which APS’ rates are fixed, as discussed in the preceding paragraph. 

In addition to the introduction of competition pursuant to the 1999 Settlement Agreement and 
the Rules, APS is subject to varying degrees of competition from other utilities in its region (such as 
Tucson Electric Power Company, Southwest Gas Corporation, and Citizens Communications 
Company) as well as cooperatives, municipalities, electrical districts, and similar types of 
governmental organizations (principally Salt River Project). APS also faces competition from low- 
cost hydroelectric power and parties that have access to preferential low-priced federal power and 
other subsidies. In addition, some customers, particularly industrial and large commercial customers, - 

may own and operate facilities to generate their own electric energy requirements. 

0 Wholesale 

We compete with other utilities, power marketers, and independent power producers in the 
sale of electric capacity and energy in the wholesale market. We expect competition in the wholesale 
market will remain vigorous. The FERC regulates rates for wholesale power sales and transmission 
services. During 2000, approximately 46% of our electric operating revenues resulted from such 
sales and services. APS transferred the wholesale power marketing function to the parent company 
during 2000. 

See “Financial Review - Capital Resources and Cash Requirements - Pinnacle West Energy” 
and Note 12 of Notes to Consolidated Financial Statements for information regarding generation 
expansion plans. 

The 1992 Energy Act and the FERC’s rulemaking activities have established the regulatory 
framework to open the wholesale energy market to competition. The 1992 Energy Act permits 
utilities to develop independent electric generating plants for sales to wholesale customers, and 
authorizes the FERC to order transmission access for third parties to transmission facilities owned by 
another entity. The 1992 Energy Act does not, however, permit the FERC to require transmission 
access to retail customers. Open-access transmission for wholesale customers provides energy 
suppliers, including us, with opportunities to sell and deliver electricity at market-based prices. 

On December 20, 1999, the FERC issued its Order No. 2000 regarding Regional 
Transmission Organizations (RTO). In its order, the FERC stressed the voluntary nature of RTO 
participation by utilities and set minimum characteristics and functions that must be met by utilities 
that participate in RTOs. The order provides for an open, flexible structure for RTOs to meet the 
needs of the market, and provides for the possibility of incentive ratemaking and other benefits for 
utilities that participate in an RTO. 

0 
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The characteristics for an acceptable RTO include independence from market participants, 
operational control over a region large enough to support efficient and nondiscriminatory markets, 
and exclusive authority to maintain short-term reliability. As required by the FERC order, APS, 
along with several neighboring transmission owners located in the southwestern United States, filed a 
report with the FERC on October 16,2000 that detailed the progress in establishing an RTO that 
would be responsible for ensuring transmission reliability and nondiscriminatory access to the 
regional transmission grid. APS expects that Desert STAR, the non-profit corporation named in the 
filing, will make additional filings with the FERC in the near fbture to establish itself as an RTO for 
the region. 

See “Financial Review - Business Outlook - California Energy Market Issues” in Item 7 for 
a discussion of the energy situation in California. 

The ACC retail electric competition rules require the formation and implementation of an 
Arizona Independent Scheduling Administrator Association. The AISA is anticipated to be a 
temporary organization until the formation and implementation of an independent system operator or 
RTO. APS, as an “Affected Utility” under the Rules, participated in the creation of the AISA. 
Recently, the board of AISA approved a set of operating protocols that have been filed with the 
FERC. The operating protocols were partially rejected and the remainder are currently under review. 

See “Financial Review - Business Outlook - Competition and Industry Restructuring” in 
Item 7 and Note 3 of Notes to Consolidated Financial Statements in Item 8 for additional information 
about the ACC Rules and the legal challenges to the Rules. 

Regulatory Assets 

Our major regulatory assets are deferred income taxes and rate synchronization cost 
deferrals. As a result of our 1999 Settlement Agreement, we discontinued the application of SFAS 
No. 71 , “Accounting for the Effects of Certain Types of Regulation,” for our generation operations. 
As a result, we tested the generation assets for impairment and determined that the generation assets 
were not impaired. Pursuant to the 1999 Settlement Agreement, we reported a regulatory 
disallowance ($140 million after income taxes) as an extraordinary charge on the 1999 income 
statement. Prior to the 1999 Settlement Agreement, under a 1996 regulatory agreement, the ACC 
accelerated the amortization of substantially all of our regulatory assets to an eight-year period that 
would have ended June 30,2004. The regulatory assets to be recovered under the 1999 Settlement 
Agreement are being amortized pursuant to a revised amortization schedule. See Notes 1 , 3, and 10 
of Notes to Consolidated Financial Statements in Item 8 for additional information. 

Generating Fuel and Purchased Power 

2000 Energy Mix 

APS’ sources of energy during 2000 were: purchased power - 46.0% (approximately 88% of 
which was for wholesale power operations); coal - 27.9%; nuclear - 19.8%; gas - 6.0%; and other 
(includes oil, hydro and solar) - 0.3%. 
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Coal Supply 

Cholla APS purchases most of Cholla’s coal requirements from a coal supplier who mines 
all of the coal under a long-term lease of coal reseries owned by the Navajo Nation, the federal 
government, and private landholders. Cholla has sufficient coal under current contracts to ensure a 
reliable fuel supply through 2005. APS purchases a portion of Cholla’s coal requirements on the spot 
market to take advantage of competitive pricing options. Following expiration of current contracts, 
APS believes that numerous competitive fuel supply options will exist to ensure continuous plant 
operation. We expect the current supplier to continue to provide most of Cholla’s low sulfur coal 
requirements through the current contract. APS believes that there are sufficient reserves of low 
sulfur coal available from other suppliers to ensure the continued operation of Cholla for its useful 
life. 

Four Corners APS purchases all of Four Corners’ coal requirements from a coal supplier 
with a long-term lease of coal reserves owned by the Navajo Nation. Four Corners is under contract 
for coal through 2004, with options to extend the contract through the plant site lease expiration in 
2017. The Four Comers lease waives, until July 2001, the requirement that APS and its fuel supplier 
pay certain taxes to the Navajo Nation. The coal supplier currently pays a possessory interest tax to 
the Navajo Nation, which is reimbursed by the Four Corners participants. The coal supplier, the 
Navajo Nation, and the Four Corners participants agreed to investigate alternative contractual 
arrangements and business relationships before the expiration of tax waivers in an effort to permit the 
electricity generated at Four Comers to be priced competitively. APS anticipates that the Navajo 
Nation will levy additional taxes upon the expiration of the tax waivers; however, APS cannot 
currently predict the outcome of this matter or the amount of any additional taxes. 

Navajo Generating Station The Navajo Generating Station’s coal requirements are 
purchased from a supplier with long-term leases from the Navajo Nation and the Hopi Tribe. The 
Navajo Generating Station is under contract with its coal supplier through 201 1, with options to 
extend through the plant site lease expiration in 20 19. The Navajo Generating Station lease waives 
certain taxes through the lease expiration in 20 19. The lease provides for the potential to renegotiate 
the coal royalty in 2007 and 20 17, which may impact the fuel price. 

See “Properties - Accredited Capacity” in Item 2 for information about APS’ ownership 
interest in Cholla, Four Comers, and the Navajo Generating Station. See Note 12 of Notes to 
Consolidated Financial Statements in Item 8 for information regarding our coal mine reclamation 
obligations. 

Natural Gas Supply 

APS purchases the majority of its natural gas requirements under contracts with a number of 
natural gas suppliers. APS’ natural gas supply is transported pursuant to a firm transportation service 
contract with El Paso Natural Gas Company. We anticipate that the natural gas requirements for our 
generation expansion plans (see Note 12) will be met with these contracts. We continue to analyze 
the market to determine the most favorable source and method of meeting our natural gas 
requirements. 

Nuclear Fuel Supply 

The fuel cycle for Palo Verde is comprised of the following stages: 
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0 

0 enrichment of uranium hexafluoride; 
fabrication of fuel assemblies; 

The Palo Verde participants have made contractual arrangements to obtain quantities of 

mining and milling of uranium ore to produce uranium concentrates; 
conversion of uranium concentrates to uranium hexafluoride; 

utilization of fuel assemblies in reactors; and 
storage and disposal of spent fuel. 

uranium concentrates anticipated to be sufficient to meet operational requirements through 2002. 
Spot purchases on the uranium market will be made, as appropriate, in lieu of any uranium that might 
be obtained through contractual options. Existing uranium concentrates contracts and options could 
be utilized to meet approximately: 

0 

0 

77% of requirements in 2003; 
77% of requirements in 2004; 
44% of requirements in 2005 through 2007; and 
16% of requirements in 2008 and beyond. 

The Palo Verde participants have contracts and options for uranium conversion services that 
could be utilized to meet approximately: 

0 

75% of requirements in 2001; and 
80% of requirements in 2002. 

The Palo Verde participants have an enrichment services contract and an enriched uranium 
product contract that furnish enrichment services required for the operation of the three Palo Verde 
units through 2003. In addition, existing contracts will provide fuel assembly fabrication services 
until at least 201 5 for each Palo Verde unit. 

APS is currently pursuing several offers to procure the uranium, conversion services and the 
enrichment services components of nuclear fuel to meet all of Palo Verde’s requirements through 
2008. 

Spent Nuclear Fuel and Waste Disposal Pursuant to the Nuclear Waste Act, the DOE must 
accept and dispose of all spent nuclear fuel and other high-level radioactive wastes generated by 
domestic power reactors. The NRC requires operators of nuclear power reactors to enter into spent 
fuel disposal contracts with the DOE. Under the Nuclear Waste Act, the DOE was to develop a 
permanent repository for the storage and disposal of spent nuclear fuel by 1998. The DOE has 
announced that such a permanent repository cannot be completed before 2010, and that it does not 
intend to begin accepting spent fuel prior to that date. 

In November 1997, the United States Court of Appeals for the District of Columbia Circuit 
(D.C. Circuit) issued a decision precluding the DOE from excusing its own delay, but refused to 
order the DOE to begin accepting spent nuclear fuel. Based on this decision, a number of utilities 
filed damages lawsuits against DOE in the Court of Federal Claims. In decisions that became final in 
December 2000, the United States Court of Appeals for the Federal Circuit held that utilities do not 
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have to exhaust the DOE administrative claims before filing lawsuits for damages against the DOE in 
the Court of Federal Claims. 

Bills have been introduced in prior sessions of the U.S. Congress contemplating the 
construction of a central interim storage facility, but no bill has been enacted into law. We cannot 
currently predict what steps will be taken in this area by the current Congress and the Administration. 

Facility funding is a further complication. While all nuclear utilities pay into a so-called 
nuclear waste fund an amount calculated on the basis of the output of their respective plants, the 
annual Congressional appropriations for the permanent repository have been for amounts less than 
the amounts paid into the waste fund (the balance of which is being used for other purposes). 
According to DOE spokespersons, the fund may now be at a level less than needed to achieve a 2010 
operational date for a permanent repository. No funding will be available for a central interim 
facility until one is authorized by Congress. 

APS has existing fuel storage pools at Palo Verde and is in the process of completing 
construction of a new facility for on-site dry storage of spent fuel. With the existing storage pools 
and the addition of the new facility, APS believes that spent fuel storage or disposal methods will be 
available for use by Palo Verde to allow its continued operation through the term of the operating 
license for each Palo Verde unit. See “Palo Verde Nuclear Generating Station” in Note 12 of Notes 
to Consolidated Financial Statements in Item 8 for a discussion of interim spent fuel storage costs. 

Although some low-level waste has been stored on-site in a low-level waste facility, APS is 
currently shipping low-level waste to off-site facilities. APS currently believes that interim low-level 
waste storage methods are or will be available for use by Palo Verde to allow its continued operation 
and to safely store low-level waste until a permanent disposal facility is available. 

APS believes that scientific and financial aspects of the issues of spent fuel and low-level 
waste storage and disposal can be resolved satisfactorily. However, APS also acknowledges that 
their ultimate resolution in a timely fashion will require political resolve and action on national and 
regional scales which APS is less able to predict. APS expects to vigorously protect and pursue its 
rights related to this matter. 

Purchased Power Agreements 

In addition to that available from its own generating capacity (see “Properties” in Item 2), 
APS purchases electricity under various arrangements. One of the most important of these is a long- 
term contract with Salt River Project. The amount of electricity available to APS is based in large 
part on customer demand within certain areas now served by APS pursuant to a related territorial 
agreement. The generating capacity available to APS pursuant to the contract was 322 MW from 
January through May 2000, and starting June 2000, it changed to 329 MW. In 2000, APS received 
approximately 1,422,000 MWh of energy under the contract and paid about $76.7 million for 
capacity availability and energy received. This contract may be canceled by Salt River Project on 
three years’ notice, given no earlier than December 3 1,2003. APS may also cancel the contract on 
five years’ notice, given no earlier than December 3 1,2006. 

In September 1990, APS entered into a thirty-year seasonal capacity exchange agreement 
with PacifiCorp. Under this agreement, APS receives electricity from PacifiCorp during the summer 
peak season (ficom May 15 to September 15) and APS returns electricity to PacifiCorp during the 



winter season (from October 15 to February 15). Until 2020, A P S  and PacifiCorp each has 480 MW 
per hour of capacity and a related amount of energy available to it under the agreement for their 
respective seasons. In 2000, APS received approximately 396,000 MWh of energy under the 
capacity exchange. APS must also make additional offers of energy to PacifiCorp each year through 
October 3 1 , 2020. Pursuant to this requirement, during 2000, PacifiCorp received offers of 865,800 
MWh and purchased about 21 8,000 MWh. 

Construction Program 

During the years 1998 through 2000, APS incurred approximately $1.2 billion in capital 
expenditures. APS’ capital expenditures for the years 2001 through 2003 are expected to be 
primarily for expanding transmission and distribution capabilities to meet growing customer needs, 
upgrading existing utility property, and for environmental purposes. APS’ capital expenditures, 
including expenditures for environmental control facilities, for the years 2001 through 2003 have 
been estimated as follows: 

(dollars in millions) 
By Year By Major Facilities 

200 1 $ 455 Production $ 226 
2002 40 1 Transmission and Distribution 924 
2003 294 Total $1.150 
Total $1.150 

The amounts for 2001 through 2003 exclude capitalized interest costs and include capitalized 
property taxes and about $30-$35 million annually (except 2003) for nuclear fuel. APS conducts a 
continuing review of its construction program. See “Financial Review - Capital Needs and 
Resources” in Item 7 for additional information. 

Mortgage Replacement Fund Requirements 

So long as any of its first mortgage bonds are outstanding, APS is required for each calendar 
year to deposit with the trustee under its mortgage cash in a formularized amount related to net 
additions to its mortgaged utility plant. APS may satisfy all or any part of this “replacement fund” 
requirement by using redeemed or retired bonds, net property additions, or property retirements. For 
2000, the replacement fund requirement amounted to approximately $149 million. Certain of the 
bonds APS has issued under the mortgage that are callable prior to maturity are redeemable at their 
par value plus accrued interest with cash APS deposits in the replacement fund. These call 
provisions are subject in many cases to a period of time after the original issuance of the bonds 
during which they may not be so redeemed. 

Environmental Matters 

EPA Environmental Regulation 

Clean Air Act We are subject to a number of requirements under the Clean Air Act. The 
Clean Air Act addresses, among other things: 
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“acid rain”; 
0 

hazardous air pollutants; and 
0 

visibility in certain specified areas; 

areas that have not attained national ambient air quality standards. 

With respect to “acid rain,” the Clean Air Act establishes a system of sulfur dioxide 
emissions “allowances” to offset each ton of sulfur dioxide emitted by affected power plants. Based 
on EPA allowance allocations, we will have sufficient allowances to permit continued operation of 
our plants at current levels without installing additional equipment. The Clean Air Act also requires 
the EPA to set nitrogen oxides emissions limitations for certain coal-fired units. The EPA rule 
allows emissions from all units within a plant to be averaged to demonstrate compliance with the 
emission limitation. Currently, nitrogen oxides emissions from all of our units are within the 
limitations specified under the EPA’s rules. We do not currently expect this rule to have a material 
impact on our financial position, results of operations, or liquidity. 

The Clean Air Act requires the EPA to establish a Grand Canyon Visibility Transport 
Commission to complete a study on visibility impairment in sixteen “Class I Areas” (large national 
parks and wilderness areas) on the Colorado Plateau. The Navajo Generating Station, Cholla, and 
Four Corners are located near several Class I Areas on the Colorado Plateau. The Visibility 
Commission completed its study and on June 10, 1996 submitted its final recommendations to the 
EPA. 

On April 22, 1999, the EPA announced final regional haze rules. These new regulations 
require states to submit, by 2008, implementation plans to eliminate all man-made emissions causing 
visibility impairment in certain specified areas, including Class I Areas in the Colorado Plateau. The 
2008 implementation plans must also include consideration and potential application of best 
available retrofit technology for major stationary sources which came into operation between August 
1962 and August 1977, such as the Navajo Generating Station, Cholla, and Four Corners. 

The rules allow the nine western states and tribes that participated in the Visibility 
Commission process to follow an alternate implementation plan and schedule for the Class I Areas 
considered by the Visibility Commission. Under this option, those states and tribes would submit 
implementation plans by 2003, which would incorporate certain regional sulfur dioxide emissions 
milestones for the years 2003,2008,2013, and 201 8 (which includes the application of best available 
retrofit technology). If the regional emissions in those years were within those milestones, there 
would be no further emission reduction requirements, and if they were exceeded, then an emission 
trading program would be implemented to maintain the emissions within those milestones. 

The EPA is currently reviewing an “Annex” to the Visibility Commission recommendations 
that specifies the regional sulfur dioxide emission milestones. The EPA’s approval of the Annex 
would allow the Visibility Commission states and tribes to pursue the alternate implementation of the 
regional haze rules through 2018. Any states and tribes that implement this option would have to 
submit revised implementation plans in 2008 to address visibility in those Class I Areas which were 
not included in the Visibility Commission process. Because the Annex is not final and Arizona and 
the Navajo Nation have the discretion to choose between the national or the alternate options, the 



In July 1997, the EPA promulgated final National Ambient Air Quality Standards for ozone 
and particulate matter. Pursuant to these rules, the ozone standard is more stringent and a new 
ambient standard for very fine particles has been established. Congress has enacted legislation that 
could delay the implementation of regional haze requirements and the particulate matter ambient 
standard; however, the legislation does not preclude the Visibility Commission states and tribes from 
implementing the alternate regional haze rules discussed above. A federal court determined that the 
EPA’s promulgation of the National Ambient Air Quality Standards violated the constitutional 
prohibition on delegation of legislative power. The court remanded the ozone standard, vacated the 
particulate matter standard, and invited the parties that challenged the standards to brief the court on 
vacating or remanding the very fine particulates standard. On February 27,2001, the U.S. Supreme 
Court overruled the federal court’s ruling. The Court M h e r  held that the EPA could not consider 
the cost of reducing harmful emissions when setting air quality standards. However, the Court found 
the EPA implementation policy for the revised ozone standards to be unlawful, and remanded this 
issue for consideration along with the other preserved challenges to the National Ambient Air 
Quality Standards. Because the actual level of emissions controls, if any, for any unit cannot be 
determined at this time, APS currently cannot estimate the capital expenditures, if any, which would 
result from the final rules. However, APS does not currently expect these rules to have a material 
adverse effect on its financial position, results of operations, or liquidity. 

With respect to hazardous air pollutants emitted by electric utility steam generating units, the 
EPA recently determined that mercury emissions and other hazardous air pollutants from coal and 
oil-fired power plants will be regulated. We expect that the EPA will propose specific rules for this 
purpose in 2003 and finalize them by 2004, with compliance required by 2008. Because the ultimate 
requirements that the EPA may impose are not yet known, we cannot currently estimate the capital 
expenditures, if any, which may be required. 

Certain aspects of the Clean Air Act may require APS to make related expenditures, such as 
permit fees. APS does not expect any of these expenditures to have a material impact on its financial 
position, results of operations, or liquidity. 

Federal Implementation Plan In September 1999, the EPA proposed a FIP to set air quality 
standards at certain power plants, including the Navajo Generating Station and Four Corners. The 
comment period on this proposal ended in November 1999. The FIP is similar to current Arizona 
regulation of the Navajo Generating Station and New Mexico regulation of Four Corners, with minor 
modifications. APS does not currently expect the FIP to have a material impact on its financial 
position, results of operations, or liquidity. 

Superfund The Comprehensive Environmental Response, Compensation, and Liability Act 
(Superfund) establishes liability for the cleanup of hazardous substances found contaminating the 
soil, water, or air. Those who generated, transported, or disposed of hazardous substances at a 
contaminated site are among those who are potentially responsible parties. PRPs may be strictly, and 
often jointly and severally, liable for the cost of any necessary remediation of the substances. The 
EPA had previously advised APS that the EPA considers APS to be a PFW in the Indian Bend Wash 
Superfund Site, South Area. APS’ Ocotillo Power Plant is located in this area. A P S  is in the process 
of conducting an investigation to determine the extent and scope of contamination at the plant site. 
Based on the information to date, including available insurance coverage and an EPA estimate of 
cleanup costs, APS does not expect this matter to have a material impact on its financial position, 
results of operations, or liquidity. 
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Manufactured Gas Plant Sites APS is currently investigating properties which it now owns 
or which were at one time owned by it or its corporate predecessors, that were at one time sites of, or 
sites associated with, manufactured gas plants. The purpose of this investigation is to determine if: 

waste materials are present; 
such materials constitute an environmental or health risk; and 
APS has any responsibility for remedial action. 

Where appropriate, APS has begun remediation of certain of these sites. APS does not 
expect these matters to have a material adverse effect on its financial position, results of operations, 
or liquidity. 

Purported Navajo Environmental Regulation 

Four Corners and the Navajo Generating Station are located on the Navajo Reservation and 
are held under easements granted by the federal government as well as leases from the Navajo 
Nation. APS is the Four Corners operating agent. APS owns a 100% interest in Four Corners Units 
1,2, and 3, and a 15% interest in Four Corners Units 4 and 5. APS owns a 14% interest in Navajo 
Generating Station Units 1 , 2, and 3. 

In July 1995, the Navajo Nation enacted the Navajo Nation Air Pollution Prevention and 
Control Act, the Navajo Nation Safe Drinking Water Act, and the Navajo Nation Pesticide Act 
(collectively, the Acts). Pursuant to the Acts, the Navajo Nation Environmental Protection Agency is 
authorized to promulgate regulations covering air quality, drinking water, and pesticide activities, 
including those that occur at Four Corners and the Navajo Generating Station. By separate letters 
dated October 12 and October 13, 1995, the Four Corners participants and the Navajo Generating 
Station participants requested the United States Secretary of the Interior to resolve their dispute with 
the Navajo Nation regarding whether or not the Acts apply to operations of Four Comers and the 
Navajo Generating Station. On October 17, 1995, the Four Corners participants and the Navajo 
Generating Station participants each filed a lawsuit in the District Court of the Navajo Nation, 
Window Rock District, seeking, among other things, a declaratory judgment that: 

their respective leases and federal easements preclude the application of the Acts to the 
operations of Four Corners and the Navajo Generating Station; and 

the Navajo Nation and its agencies and courts lack adjudicatory jurisdiction to determine 
the enforceability of the Acts as applied to Four Corners and the Navajo Generating 
Station. 

On October 18, 1995, the Navajo Nation and the Four Comers and Navajo Generating 
Station participants agreed to indefinitely stay these proceedings so that the parties may attempt to 
resolve the dispute without litigation. The Secretary and the Court have stayed these proceedings 
pursuant to a request by the parties. APS cannot currently predict the outcome of this matter. 

In February 1998, the EPA promulgated regulations specifying those provisions of the Clean 
Air Act for which it is appropriate to treat Indian tribes in the same manner as states. The EPA 
indicated that it believes that the Clean Air Act generally would supersede pre-existing binding 
agreements that may limit the scope of tribal authority over reservations. On April 10, 1998, APS 
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filed a Petition for Review in the United States Court of Appeals for the District of Columbia. 
Arizona Public Service Company v. United States Environmental Protection Agency, No. 98-1 196. 
On February 19, 1999, the EPA promulgated regulations setting forth the EPA’s approach to issuing 
Federal operating permits to covered stationary sources on Indian reservations. On April 15, 1999, 
APS filed a Petition for Review in the United States Court of Appeals for the District of Columbia. 
Arizona Public Service Company v. United States Environmental Protection Agency, No. 99-1 146. 
After the litigation was filed, the EPA indicated it had not determined whether the Clean Air Act 
would supersede pre-existing binding agreements involving Four Corners and the Navajo Generating 
Station. On May 5,2000, the United States Court of Appeals for the District of Columbia upheld the 
EPA’s regulations on treatment of Indian tribes in the same manner as states. However, the Court 
determined that the impact of this ruling on the pre-existing binding agreements involving Four 
Corners and the Navajo Generating Station was not ripe for adjudication because the EPA had not 
made a determination that the Clean Air Act superseded those agreements. On June 29,2000, at the 
request of the Court, APS filed a motion to dismiss Four Corners from this petition on the grounds 
that the impact of the regulations on pre-existing binding agreements was not “ripe” for judicial 
resolution based on the EPA’s issuance of an official notice indicating that it had not yet determined 
whether the pre-existing binding agreements with Four Corners and Navajo Generating Station were 
abrogated by the Clean Air Act. The Court ultimately dismissed Four Corners on these grounds. 

In April 2000, the Navajo Tribal Council approved operating permit regulations under the 
Navajo Nation Air Pollution Prevention and Control Act. We believe that the regulations fail to 
recognize that the Tribe did not intend to assert jurisdiction over Four Corners and the Navajo 
Generating Station. On July 12,2000, the Four Corners participants and the Navajo Generating 
Station participants each filed a petition with the Navajo Supreme Court for review of the operating 
permit regulations. We cannot currently predict the outcome of this matter. 

Water Supply 

Assured supplies of water are important for our generating plants. At the present time, APS 
has adequate water to meet its needs. However, conflicting claims to limited amounts of water in the 
southwestern United States have resulted in numerous court actions in recent years. 

Both groundwater and surface water in areas important to APS’ operations have been the 
subject of inquiries, claims, and legal proceedings which will require a number of years to resolve. 
APS is one of a number of parties in a proceeding before a state court in New Mexico to adjudicate 
rights to a stream system from which water for Four Corners is derived. (State of New Mexico. in 
the relation of S.E. Reynolds, State Engineer vs. United States of America, City of Farmington, 
Utah International, Inc.. et al., San Juan County, New Mexico, District Court No. 75-184). An 
agreement reached with the Navajo Nation in 1985, however, provides that if Four Corners loses a 
portion of its rights in the adjudication, the Navajo Nation will provide, for a then-agreed upon cost, 
sufficient water from its allocation to offset the loss. 

A summons served on APS in early 1986 required all water claimants in the Lower Gila 
River Watershed in Arizona to assert any claims to water on or before January 20, 1987, in an action 
pending in Maricopa County Superior Court. (In re The General Adjudication of All Rights to Use 
Water in the Gila River System and Source, Supreme Court Nos. WC-79-0001 through WC 79-0004 
(Consolidated) [WC-1, WC-2, WC-3 and WC-4 (Consolidated)], Maricopa County Nos. W-1, W-2, 
W-3 and W-4 (Consolidated)). Palo Verde is located within the geographic area subject to the 
summons. APS’ rights and the rights of the Palo Verde participants to the use of groundwater and 
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effluent at Palo Verde are potentially at issue in this action. As project manager of Palo Verde, APS 
filed claims that dispute the court’s jurisdiction over the Palo Verde participants’ groundwater rights 
and their contractual rights to effluent relating to Palo Verde. Alternatively, APS seeks confirmation 
of such rights. Three of APS’ other power plants are also located within the geographic area subject 
to the summons. APS’ claims dispute the court’s jurisdiction over its groundwater rights with 
respect to these plants. Alternatively, APS seeks confirmation of such rights. The Arizona Supreme 
Court issued a decision confirming that certain groundwater rights may be available to the federal 
government and Indian tribes. APS and other parties petitioned the U.S. Supreme Court for review 
of this decision and the petition was denied. In addition, the Arizona Supreme Court issued a 
decision affirming the lower court’s criteria for solving groundwater claims. APS and other parties 
filed motions for reconsideration on one aspect of that decision. Those motions have been denied by 
the Arizona Supreme Court. Litigation on both of these issues will continue in the trial court. No 
trial date concerning APS’ water rights claims has been set in this matter. 

APS has also filed claims to water in the Little Colorado River Watershed in Arizona in an 
action pending in the Apache County Superior Court. (In re The General Adiudication of All Rights 
to Use Water in the Little Colorado River System and Source, Supreme Court No. WC-79-0006 
WC-6, Apache County No. 6417). APS’ groundwater resource utilized at Cholla is within the 
geographic area subject to the adjudication and is therefore potentially at issue in the case. APS’ 
claims dispute the court’s jurisdiction over its groundwater rights. Alternatively, APS seeks 
confirmation of such rights. The parties are in the process of settlement negotiations with respect to 
this matter. No trial date concerning our water rights claims has been set in this matter. 

Although the foregoing matters remain subject to further evaluation, APS expects that the 
described litigation will not have a material adverse impact on its financial position, results of 
operations or liquidity. 

BUSINESS OF PINNACLE WEST ENERGY CORPORATION 

Pinnacle West Energy Corporation was incorporated in 1999 under the laws of the State of 
Arizona and is engaged principally in the business of the development and production of wholesale 
energy. Pinnacle West Energy is the subsidiary through which we intend to conduct our future 
unregulated generation operations. Pinnacle West Energy’s principal offices are located at 400 North 
Fifth Street, Station 8987, Phoenix, Arizona 85004 (telephone (602) 250-4145). 

Pinnacle West Energy’s capital expenditures in 2000 were $193 million. Projected capital 
expenditures are $659 million in 2001; $129 million in 2002; and $254 million in 2003. The 
amounts include about $122 million in 2003 for capital improvements to existing generating 
facilities. At December 3 1,2000, Pinnacle West Energy had total assets of $229 million. 

See Note 3 of Notes to Consolidated Financial statements for information regarding the 
transfer of APS’ generation assets to Pinnacle West Energy. See “Financial Review - Capital Needs 
and Resources - Capital Resources and Cash Requirements - Pinnacle West Energy” and Note 12 of 
Notes to Consolidated Financial Statements for information regarding Pinnacle West Energy’s 
generation expansion plans. 
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BUSINESS OF APS ENERGY SERVICES COMPANY, INC. 

APS Energy Services was incorporated in 1998 under the laws of the State of Arizona and is 
engaged principally in the business of selling unregulated power and related services. APS Energy 
Services’ principal offices are located at 400 East Van Buren Street, Station 8103, Phoenix, Arizona 
85004 (telephone (602) 250-5000). 

During the first fill two years of operations, APS Energy Services’ net losses were about $9 
million in 1999 and $13 million in 2000. At December 3 1 , 2000, APS Energy Services had total 
assets of $23 million. 

BUSINESS OF SUNCOR DEVELOPMENT COMPANY 

SunCor was incorporated in 1965 under the laws of the State of Arizona and is a developer of 
residential, commercial, and industrial real estate projects in Arizona, New Mexico, and Utah. The 
principal executive offices of SunCor are located at 3838 North Central, Suite 1500, Phoenix, 
Arizona 8501 2 (telephone 602-285-6800). SunCor and its subsidiaries have approximately 790 full 
and part-time employees. 

SunCor’s assets consist primarily of land with improvements, commercial buildings, and 
other real estate investments. SunCor’s largest project is the Palm Valley Master Planned 
Community, which has approximately 5,000 acres remaining to be developed west of Phoenix at its 
Palm Valley project in the area of the towns of Goodyear and Litchfield Park, Arizona. SunCor has 
completed the master plan for development of Palm Valley. There has been significant residential 
and commercial development at Palm Valley by SunCor and by other developers that have acquired 
land from SunCor or entered into joint ventures with SunCor. Palm Valley currently includes 
residential subdivisions with golf courses, hotels, restaurants, commercial and retail stores, medical 
facilities, elementary and secondary schools, a community college, and a retirement community, 
known as Pebblecreek. 

SunCor projects under development include seven master-planned communities and several 
commercial projects. The commercial projects and five of the master-planned communities are in 
Arizona. Other master-planned communities are located near St. George, Utah, and Santa Fey New 
Mexico. Several of the master-planned communities and commercial projects are joint ventures with 
other developers, financial partners, or landowners. SunCor will begin two new projects in 2001 : 

0 Hayden Ferry Lakeside - an 1 8-acre, mixed-use commercialh-esidential project located 
in Tempe, Arizona; and 

StoneRidge - an 1,850-acreY master-planned community with golf course amenities in 
Prescott Valley, Arizona, 

For the past three years, SunCor’s operating revenues were about: $158 million in 2000; 
$130 million in 1999; and $124 million in 1998. For those same periods, SunCor’s net income was 
about: $1 1 million in 2000; $6 million in 1999; and $45 million in 1998. About $40 million of 
SunCor’s 1998 net income represents income related to the recognition of a deferred tax asset. The 
deferred tax asset relates to net operating losses and book/tax basis differences. SunCor is expected 
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to realize these benefits in subsequent periods pursuant to an intercompany tax allocation agreement. 
On a consolidated basis, there was no impact to consolidated net income. 

SunCor’s capital needs consist primarily of capital expenditures for land development and 
home construction for SunCor’s home-building subsidiary, Golden Heritage Homes, Inc. On the 
basis of projects now under development, SunCor expects its capital needs over the next three years 
to be: $75 million in 2001; $23 million in 2002; and $14 million in 2003. 

At December 3 1,2000, SunCor had total assets of about $462 million. See Note 6 of Notes 
to Consolidated Financial Statements in Item 8 for information regarding SunCor’s long-term debt. 
SunCor intends to continue its focus on real estate development in master-planned communities and 
the development of mixed-use residential, commercial, office, and industrial projects. 

BUSINESS OF EL DORADO INVESTMENT COMPANY 

El Dorado was incorporated in 1983 under the laws of the State of Arizona and is engaged 
principally in the business of making equity investments in other companies. El Dorado’s short-term 
goal is to convert its venture capital portfolio to cash as quickly and as advantageously as possible. 
On a long-term basis, we may use El Dorado, when appropriate, as our subsidiary for new ventures 
that are strategic to our principal business of generating, distributing, and marketing electricity. El 
Dorado’s offices are located at 400 North Fifth Street, Station 9988, Phoenix, Arizona 85004 
(telephone 602-250-35 17). 

At December 3 1,2000, El Dorado had an investment in a venture capital partnership, a 54% 
interest in a privately held company specializing in nuclear spent fuel technology, limited partnership 
interests in two professional sports teams, and an investment in a technology company. See Note 1 
of Notes to Consolidated Financial Statements in Item 8 for information regarding El Dorado’s 
investments. 

For the past three years, El Dorado’s net income was about: $2 million in 2000; $1 1 million 
in 1999; and $5 million in 1998. At December 3 1,2000, El Dorado had total assets of $21 million. 
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ITEM 2. PROPERTIES 

Accredited Capacity 

APS’ present generating facilities have an accredited capacity as follows: 
Capacity(kW) 

Coal: 
Units 1, 2, and 3 at Four Corners .............................................................................. 560,000 
15% owned Units 4 and 5 at Four Comers ............................................................... 222,000 
Units 1, 2, and 3 at Cholla Plant ............................................................................... 615,000 
14% owned Units 1, 2, and 3 at the Navajo Plant ..................................................... 3 15,000 

1,7 12.000 
Gas or Oil: 

Two steam units at Ocotillo and two steam units at Saguaro ................................... 435,000( 1) 
Eleven combustion turbine units ............................................................................... 493,000 
Three combined cycle units ...................................................................................... 255,000 

1,183,000 

29.1% owned or leased Units 1, 2, and 3 at Palo Verde ........................................... 1,086,300 
Nuclear: 

Hydro and Solar .............................................................................................................. 6,000 

Total 3.981.300 

(1) West Phoenix steam units (108,300 kW) are currently mothballed, but are expected to 
be back in service by summer 2001. 

Reserve Margin 

APS’ 2000 peak one-hour demand on its electric system was recorded on July 25,2000 at 
5,478,500 kW, compared to the 1999 peak of 4,934,700 kW recorded on August 24. Taking into 
account additional capacity then available to APS under long-term purchase power contracts as well 
as APS’ own generating capacity, APS’ capability of meeting system demand on July 25,2000, 
amounted to 4,774,600 kW, for an installed reserve margin of (15.3%). The power actually available 
to APS from its resources fluctuates from time to time due in part to planned outages and technical 
problems. The available capacity from sources actually operable at the time of the 2000 peak 
amounted to 3,501,600 kW, for a margin of (27.5%). Firm purchases, including short-term seasonal 
purchases, totaling 2,238,000 kW were in place at the time of the peak ensuring the ability to meet 
the load requirement, with an actual reserve margin of 6.4%. 
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See “Business of Arizona Public Service Company - Purchased Power Agreements” in Item 
1 for information about certain of APS’ long-term power agreements. 

Plant Sites Leased from Navajo Nation 

The Navajo Generating Station and Four Corners are located on land held under easements 
from the federal government and also under leases from the Navajo Nation. These are long term 
agreements with options to extend, and we do not believe that the risk with respect to enforcement of 
these easements and leases is material. The majority of coal contracted for use in these plants and 
certain associated transmission lines are also located on Indian reservations. See “Generating Fuel 
and Purchased Power - Coal Supply” in Item 1. 

See “Generating Fuel and Purchased Power - Coal Supply” in Item 1 for a discussion of 
changes in the amount of royalty payments and expiration of tax waivers under the Navajo 
Generating Station and Four Corners leases. 

Palo Verde Nuclear Generating Station 

Palo Verde Leases 

See Note 10 of Notes to Consolidated Financial Statements in Item 8 for a discussion of three 
sale and leaseback transactions related to Palo Verde Unit 2. 

Regulatory 

Operation of each of the three Palo Verde units requires an operating license from the NRC. 
The NRC issued full power operating licenses for Unit 1 in June 1985, Unit 2 in April 1986, and Unit 
3 in November 1987. The full power operating licenses, each valid for a period of approximately 40 
years, authorize APS, as operating agent for Palo Verde, to operate the three Palo Verde units at full 
power. 

Nuclear Decommissioning Costs 

NRC rules on financial assurance requirements for the decommissioning of nuclear power 
plants provide that a licensee may use an external sinking fund as the exclusive financial assurance 
mechanism if the licensee recovers estimated total decommissioning costs through cost of service 
rates or through a “non-bypassable charge.” Other mechanisms are prescribed, including 
prepayment, if the requirements for exclusive reliance on the external sinking fund mechanism are 
not met. APS currently relies on the external sinking fund mechanism to meet the NRC financial 
assurance requirements for its interests in Palo Verde Units 1 , 2, and 3. The decommissioning costs 
of Palo Verde Units 1,2, and 3 are currently included in ACC jurisdictional rates. ACC retail 
electric competition rules provide that decommissioning costs would be recovered through a non- 
bypassable “system benefits” charge, which would allow APS to maintain its external sinking fund 
mechanism. See Note 13 of Notes to Consolidated Financial Statements in Item 8 for additional 
information about our nuclear decommissioning costs. See “Financial Review - Business Outlook - 
Competition and Industry Restructuring” in Item 7 and Note 3 of Notes to Consolidated Financial 
Statements in Item 8 for additional information about the ACC retail electric competition rules and 
the legal challenges to these rules. 
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Palo Verde Liability and Insurance Matters 

See “Palo Verde Nuclear Generating Station” in Note 12 of Notes to Consolidated Financial 
Statements in Item 8 for a discussion of the insurance maintained by the Palo Verde participants, 
including APS, for Palo Verde. 

Other Information Regarding Our Properties 

See “Environmental Matters” and “Water Supply” in Item 1 with respect to matters having 
possible impact on the operation of certain of our power plants. 

See “Construction Program” in Item 1 and “Financial Review - Capital Needs and 
Resources” in Item 7 for a discussion of our construction plans. 

See Notes 6 ,  10, and 11 of Notes to Consolidated Financial Statements in Item 8 with respect 
to APS’ property not held in fee or held subject to any major encumbrance. 

Information Regarding Properties of Pinnacle West Energy and SunCor 

See “Business of Pinnacle West Energy” and “Business of SunCor Development Company” 
for information regarding Pinnacle West Energy’s and SunCor’s properties. 
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ITEM 3. LEGAL PROCEEDINGS 

APS In June 1999, the Navajo Nation served Salt River Project with a lawsuit naming Salt 
River Project, several Peabody Coal Company entities, Southern California Edison Company and 
other defendants, and citing various claims in connection with the renegotiations of the coal royalty 
and lease agreements under which Peabody mines coal for the Navajo Generating Station and the 
Mohave Generating Station. The Navaio Nation v. Peabody Holdinn Companv. Inc., et al., United 
States District Court for the District of Columbia, CA-99-0469-EGS. APS is a 14% owner of the 
Navajo Generating Station, which Salt River Project operates. The suit alleges, among other things, 
that the defendants obtained a favorable coal royalty rate by improperly influencing the outcome of a 
federal administrative process under which the royalty rate was to be adjusted. The suit seeks $600 
million in damages, treble damages, punitive damages of not less than $1 billion, and the ejection of 
defendants “from all possessory interests and Navajo Tribal lands” arising out of the [primary coal 
lease]. Salt River Project has advised APS that it denies all charges and will vigorously defend itself. 
Because the litigation is in preliminary stages, we cannot currently predict the outcome of this matter. 

See “Environmental Matters” and “Water Supply” in Item 1 in regard to pending or 
threatened litigation and other disputes. See Note 3 of Notes to Consolidated Financial Statements in 
Item 8 for a discussion of competition and the ACC retail electric competition rules and related 
litigation. In December 1999, APS filed a lawsuit to protect its legal rights regarding the rules, and 
in the complaint APS asked the Court for (i) a judgment vacating the retail electric competition rules, 
(ii) a declaratory judgment that the rules are unlawful because, among other things, they were entered 
into without proper legal authorization, and (iii) a permanent injunction barring the ACC from 
enforcing or implementing the rules and from promulgating any other regulations without lawful 
authority. Arizona Public Service Company v. Arizona Corporation Commission, CV 99-2 1907. On 
August 28, 1998, APS filed two lawsuits to protect its legal rights under the stranded cost order and 
in its complaints APS asked the Court to vacate and set aside the order. Arizona Public Service 
Company v. Arizona Corporation Commission, CV 98-15728. Arizona Public Service Company v. 
Arizona Corporation Commission, 1 -CA-CC-98-0008. 

APS is a party to a power service agreement with Citizens Communications Company under 
which APS supplies Citizens with power. By letter dated March 7,2001, Citizens advised APS that 
it believes APS has overcharged Citizens by over $50 million under the agreement since the summer 
of 2000. APS believes that its charges to Citizens under the agreement are fully in accordance with 
the terms of the agreement and APS will vigorously defend any contrary claims raised by Citizens. 

ITEM 4. SUBMISSION OF MATTERS TO A 
VOTE OF SECURITY HOLDERS 

Not applicable. 
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SUPPLEMENTAL ITEM. 
EXECUTIVE OFFICERS OF THE REGISTRANT 

Our executive officers are as follows: 

Name Age at March 1,200 1 Position(s) at March 1,200 1 

William J. Post 

Jack E. Davis 

Robert S. Aiken 
John G. Bohon 

Armando B. Flores 

Edward Z. Fox 

Chris N. Froggatt 
Barbara M. Gomez 
James M. Levine 

Nancy C. Loftin 
Michael V. Palmeri 
Martin L. Shultz 
William L. Stewart 

Faye Widenmann 

50 

54 

44 
55 

57 

47 

43 
46 
51 

47 
42 
56 
57 

52 

Chairman of the Board and 
Chief Executive Officer (1) 
President and President, APS Energy 

Delivery and Sales (1) 
Vice President, Federal Affairs 
Vice President, Corporate Services & 

Human Resources 
Executive Vice President, Corporate 

Business Services 
Vice President, Communications, 

Environment & Safety 
Vice President & Controller 
Treasurer 
Executive Vice President, APS 

Vice President & General Counsel 
Vice President, Finance 
Vice President, Government Affairs 
President, APS Generation and 
President, Pinnacle West Energy 
Vice President and Secretary 

Generation 

(1) member of the Board of Directors 

The executive officers of the Company are elected no less often than annually and may be 
removed by the Board of Directors at any time. The terms served by the named officers in their 
current positions and the principal occupations (in addition to those stated in the table) of such 
officers for the past five years have been as follows: 

Mr. Post was elected Chairman of the Board effective February 200 1, and Chief Executive 
Officer effective February 1999. He has served as an officer of the Company since 1995 in the 
following capacities: from August 1999 to February 200 1 as President; from February 1997 to 
February 1999 as President; and from June 1995 to February 1997 as Executive Vice President. Mr. 
Post is also Chairman of the Board (since February 2001) and Chief Executive Officer (since 
February 1997) of APS. He was President of APS from February 1997 until October 1998. In 
October 1998, he resigned as President and maintained the position of Chief Executive Officer of 
APS. He was APS’ Chief Operating Officer (September 1994-February 1997). Mr. Post is also a 
director of APS and Blue Cross-Blue Shield of Arizona. 

Mr. Davis was elected to his present position effective February 2001. Prior to that time he 
was Chief Operating Officer and Executive Vice President of Pinnacle West (April 2000-February 
200 l), Executive Vice President, Commercial Operations of APS (September 1996-October 1998) 
and Vice President, Energy Delivery and Sales, Generation and Transmission of APS (June 1993- 
September 1996). Mr. Davis is President of APS (since October 1998) and a director of APS. 
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Mr. Aiken was elected to his present position in July 1999. Prior to that time he was the 
Company’s Manager, Federal Affairs (November 1986-July 1999). 

Mr. Bohon was elected to his present position in July 1999. Prior to that time he was Vice 
President, Corporate Services and Human Resources of APS (October 1998-July 1999), Vice 
President, Procurement of APS (April 1997-0ctober 1998) and Director, Corporate Services of APS 
(December 1989-April 1997). 

Mr. Flores was elected to his present position in July 1999. Prior to that time, he was 
Executive Vice President, Corporate Business Services of APS (October 1998-July 1999), Senior 
Vice President, Corporate Business Services of APS (September 1996-0ctober 1998) and Vice 
President, Human Resources of APS (December 199 1-September 1996). 

Mr. Fox was elected to his present position in July 1999. Prior to that time he was Vice 
President, EnvironmentaVHealWSafety and New Technology Ventures of APS (October 1995-July 
1999). 

Controller of APS (July 1997-July 1999) and Director, Accounting Services of APS (December 
Mr. Froggatt was elected to his present position in July 1999. Prior to that time he was 

1992-J~ly 1997). 

Ms. Gomez was elected to her present position in August 1999. Prior to that time, she was 
Manager, Treasury Operations of APS (1997-1999) and Manager, Financial Planning of APS (1994- 
1997). She was also elected Treasurer of APS in October 1999. 

Vice President, Nuclear Generation of APS (September 1996-July 1999) and Vice President, 
Nuclear Production of APS (September 1989-September 1996). 

Ms. Loftin was elected to her present position in July 1999. She was elected to the positions 
of Vice President and Chief Legal Counsel of APS in September 1996. Prior to that time, she was 
Secretary of APS (since April 1987) and Corporate Counsel of APS (since February 1989). She was 
also elected Vice President and General Counsel of APS in July 1999. 

Treasurer of APS and Pinnacle West (July 1997-September 1999) and Assistant Treasurer of 
Pinnacle West (February 1994-July 1997). He also was elected Vice President, Finance of APS in 
October 1999. 

position of Director of Government Relations for APS (1988-July 1999). 

Executive Vice President, Generation of APS (September 1996-October 1998) and Executive Vice 
President, Nuclear of APS (May 1994-September 1996). Mr. Stewart is also President of Pinnacle 
West Energy. 

Ms. Widenmann was elected to her current position in July 1999. Prior to that time, she held 
the position of Secretary (since 1985) and Vice President of Corporate Relations and Administration 
(since November 1986). She was also elected Vice President and Secretary of APS in July 1999. 

Mr. Levine was elected to his present position in July 1999. Prior to that time he was Senior 

Mr. Palmeri was elected to his present position in August 1999. Prior to that time he was 

Mr. Shultz was elected to his current position in July 1999. Prior to that time he held the 

Mr. Stewart was elected to his present position in October 1998. Prior to that time he was 
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PART I1 

ITEM 5. MARKET FOR REGISTRANT’S COMMON 
STOCK AND RELATED SECURITY HOLDER MATTERS 

Our common stock is publicly held and is traded on the New York and Pacific Stock 
Exchanges. At the close of business on March 8, 2001, our common stock was held of record by 
approximately 39,847 shareholders. 

See “Quarterly Stock Prices and Dividends” in Item 6 for a description of the common stock 
price ranges on the composite tape, as reported in the Wall Street Journal for 2000 and 1999, and the 
dividends declared during each of the four quarters for 2000 and 1999. 
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OPERATING RESULTS 
Operating revenues 

Electric 
Real estate 

operations 
Income from continuing 

Discontinued operations 
Extraordinary charge - net of 

income tax 
Net income 

ITEM 6. SELECTED CONSOLIDATED DATA 

(dollars in thousands, except per share amounts) 
1999 1998 1997 1996 

COMMON STOCK DATA 
Book value per share - year-end 
Earnings (loss) per average 

common share outstanding 
Continuing operations - basic 
Discontinued operations 
Extraordinary charge 
Net income - basic 
Continuing operations - 
diluted 
Net income - diluted 

Dividends declared per share 
Indicated annual dividend rate - 

year-end 
Average common shares 

outstanding - basic 
Average common shares 

outstanding - diluted 

TOTAL ASSETS 

LIABILITIES AND EQUITY 
Long-term debt less current 

maturities 
Other liabilities 

Minority interests 
Non-redeemable preferred 
stock of APS 

$ 3,531,810 $ 2,293,184 $ 2,006,398 $ 1,878,553 $ 1,718,272 
158,365 130,169 124,188 1 16,473 99,488 

$ 302,332 $ 269,772 $ 242,892 $ 235,856 $ 211,059'") 
-- 3 8,000'd) -- -- (93 3 9)@) 

-- (139,885)'e) -- -- (20.340)'") 
$ 302.332 $ 1 67.887 $ 242.892 $ 235.856 $ 181.180 

$ 28.09 $ 26.00 $ 25.50 $ 23.90 $ 22.51 

$ 3.57 $ 3.18 $ 2.87 $ 2.76 $ 2.4 1 'a) 

-- (1.65) -- -- (0.23) 
-- 0.45 -- -- (0.11) 

$ 

$ 3.56 $ 3.17 $ 2.85 $ 2.74 $ 2.40'") 2-07 0 
3.57 $ 1.98 $ 2.87 $ 2.76 $ 

$ 3.56 $ 1.97 $ 2.85 $ 2.74 $ 2.06 
$ 1.425 $ 1.325 $ 1.225 $ 1.125 $ 1.025 

$ 1.50 $ 1.40 $ 1.30 $ 1.20 $ 1.10 

84,732,544 84,717,135 84,774,2 18 85,502,909 87,4413 15 

84,935,282 85,008,527 85,345,946 86,022,709 88,021,920 

$ 7,149.151 $ 6.608.506 $ 6.824.546 $ 6. 850.417 $ 6.989.289 

$ 1,955,083 $ 2,206,052 $ 2,048,961 $ 2,244,248 $ 2,372,113 
2.81 1,354 2,196.72 1 2.5 16.993 2,407.572 2.428.180 
4,766,437 4,402,773 4,565,954 4,65 1,820 4,800,293 

-- -- 85,840 142,05 1 165,673 
Redeemable preferred stock of 
APS -- -- 9,40 1 29,110 53,000 

Common stock equity 2,382,714 2,205.733 2,163.35 1 2.027,436 1,970,323 
Total liabilities and equity $ 7,149,151 $ 6.608.506 $ 6,8 24.546 $ 6.850.41 7 m 
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(a) Includes an after-tax charge of $18.9 million ($0.22 per share) for a voluntary severance 
program and about $12 million ($0.13 per share) of income tax benefits related to capital loss 
carry forwards. 
Charges, net of tax, associated with the settlement of a legal matter related to MeraBank, A 
Federal Savings Bank. 
Charges associated with the repayment or refinancing of the parent company’s high-coupon 
debt. 
Tax benefit stemming from the resolution of income tax matters related to MeraBank, A 
Federal Savings Bank. 
Charges associated with a regulatory disallowance. 

(b) 

(c) 

(d) 

(e) 

(dollars in thousands, except per share amounts) 

ELECTRIC OPERATING 

Residential 
Commercial 
Industrial 
Irrigation 
Other 
Total retail 
Wholesale 
Transmission for others 
Miscellaneous services 
Total electric operating revenues 

REVENUES 

ELECTRIC SALES (MWH) 
Residential 
Commercial 
Industrial 
Irrigation 
Other 
Total retail 
Wholesale 
Total electric sales 

ELECTRIC CUSTOMERS - 
END OF YEAR 

Residential 
Commercial 
Industrial 
Irrigation 
Other 
Total retail 
Wholesale 0 Total electric customers 

$ 880,468 
77 1,909 
146,088 

6,498 
10.719 

1,815,682 
1,594,541 

14,766 
106,821 

!$ 3.531.810 

9,780,680 
10,057,707 
2,511,292 

87,073 
97.772 

22,534,524 
21,997.357 
44.531.881 

762,574 
90,273 
3,286 

371 
965 

857,469 
67 

857,536 

$ 805,173 
733,038 
159,329 

7,374 
1 1.708 

1,7 16,622 
506,877 

1 1,348 
58.337 

$2.293.184 

8,774,822 
9,543,853 
2,561,349 

99,669 
94.877 

2 1,074,570 
15,693,834 
36.768.404 

73 5,3 59 
86,707 
3,183 

754 
932 

826,935 
73 

827.008 

$ 766,378 
699,O 16 
172,296 

7,288 
10.644 

1,655,622 
300,698 

11,058 
39.020 

$2!006.398 

8,3 10,689 
8,697,397 
3,279,430 

84,640 
90.927 

20,463,083 
10.3 17.391 
30.780.474 

708,215 
83,506 
3,084 

710 
895 

796,410 
67 

796.477 

$ 746,937 
687,988 
164,696 

8,706 
1 1.842 

1,620,169 
226,828 

10,295 
21.261 

$ 1.878.553 

7,970,309 
8,524,882 
3,123,283 

112,363 
86,090 

19,816,927 
9,233.573 

29,050.500 

680,478 
8 1,246 
3,192 

764 
85 1 

76633 1 
50 

766.581 

$ 721,877 
678,130 
162,324 

9,448 
13.078 

1,584,857 
98,560 
10,240 
24.615 

$ 1.71 8.272 

7,54 1,440 
8,23 3,762 
3,03 9,3 5 7 

121,775 
84,362 

19,020,696 
3,367.234 

22.387.930 

654,602 
78,178 
3,05 5 

84 1 
828 

73 7,5 04 
48 

737.552 

See “Financial Review” on pages 29-45 for a discussion of certain information in the table above. 
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QUARTERLY STOCK PRICES AND DIVIDENDS 
STOCK SYMBOL: PNW 

Close 

1 st Quarter $32.3 1 $26.25 $28.19 
2nd Quarter 35.88 27.88 33.88 
3rd Quarter 51.31 33.81 50.89 
4th Quarter 52.22 40.89 47.63 

1999 H&lJ - Low Close 

1 st Quarter $43.38 $35.94 $36.38 
2nd Quarter 42.94 36.25 40.25 
3rd Quarter 41.31 34.69 36.38 
4th Quarter 38.13 30.19 30.56 

Dividends 
Per 

Share 

$0.350 
0.350 
0.350 
0.375 

Dividends 
Per 

Share(a1 

$0.325 
0.650 

0.350 
-- 

(a) Dividends for the 3rd quarter of 1999 were declared in June 1999. 

28 



ITEM 7. FINANCIAL REVIEW 

Introduction 

In this section, we explain the results of operations, general financial condition, and outlook 
for Pinnacle West and our subsidiaries: Arizona Public Service Company (APS), Pinnacle West 
Energy Corporation (Pinnacle West Energy), APS Energy Services Company, Inc. (APS Energy 
Services), SunCor Development Company (SunCor), and El Dorado Investment Company (El 
Dorado), including: 

the changes in our earnings from 1999 to 2000 and from 1998 to 1999; 

the effects of regulatory agreements on our results and outlook; 

0 our capital needs and resources; 

major factors that affect our financial outlook; and 

0 our management of market risks. 

Overview of Our Business 

Pinnacle West owns all of the outstanding common stock of APS. APS is Arizona’s largest 
electric utility and provides retail and wholesale electric service to the entire state with the exception 
of Tucson and about one-half of the Phoenix area. APS also generates and, directly or through our 
power marketing division, sells and delivers electricity to wholesale customers in the western United 
States. 

Our other major subsidiaries are: 

a Pinnacle West Energy, through which we intend to conduct our unregulated 
generation operations; 

a APS Energy Services, which sells energy and energy-related products and services in 
competitive retail markets in the western United States; 

a SunCor, which is a developer of residential, commercial, and industrial real estate 
projects in Arizona, New Mexico, and Utah; and 

a El Dorado, which is primarily a venture capital and investment firm. 

Our Business Strategies 

Our business strategies are linked to the strong growth characteristics of Arizona and the 
western regional market. We are committed to the West and are pursuing the following primary 



0 Continuing focus on customer value provided by APS, our regulated “energy 
delivery” company; 

0 Expanding our interests in competitively efficient generation assets in the West 
through Pinnacle West Energy by developing new plants, increasing our ownership 
share of plants that we already operate and partially own, and buying plants from 
other utilities; 

0 Aggressively managing costs, with an emphasis on the reduction of variable costs per 
generating unit (fuel, operations, and maintenance expenses) and on increased 
productivity through technological efficiencies; and 

0 Managing energy activities, including: 

0 

0 

0 

continuing expansion of wholesale operations; 
managing commodity price risk; and 
providing sufficient capacity, energy, and ancillary services to reliably meet 
obligations to our regulated service customers. 

Business Segments 

As we discuss below in greater detail, APS’ 1999 Settlement Agreement with the Arizona 
Corporation Commission (ACC) authorizes APS to transfer its competitive generation assets and 
services to one or more corporate affiliates no later than December 3 1,2002. We have internally 
organized our operations into the following two principal business segments, determined by 
products, services, and regulatory environment: 

0 The electricity delivery business segment, which consists of the transmission and 
distribution of electricity and wholesale activities; and 

0 The generation business segment, which consists of our generation activities. 

See “Business Segments” in Note 18 for more information about our business segments. In 
general, we have structured our discussion below based on existing legal entities rather than the 
operating segments defined by the new organizational structure because we continue to analyze these 
matters internally by legal entity. The “Results of Operations,” for example, primarily reflect the 
results of APS’ operations because APS currently owns substantially all of our assets and produces 
substantially all of our profits. 

Throughout this Financial Review, we refer to specific “Notes” in the Notes to Consolidated 
Financial Statements that begin on page 54. These Notes add further details to the discussion. 
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Results of Operations 

The following is a summary of net income for 2000, 1999, and 1998: 

(dollars in millions) 
1999 1998 

APS 
Pinnacle West Energy 
APS Energy Services 
SunCor 
El Dorado 
Parent Company 
Income from Continuing Operations 
Income Tax Benefit from Discontinued Operations 
Extraordinary Charge - Net of Income Taxes of $94 
Net Income 

$ 267 
-- 
(9) 

(5) 

6 
11 

270 
38 

( 140) 
$ 168 

2000 Compared with 1999 

Our 2000 consolidated net income was $302 million compared with $168 million in 1999. 
Our 2000 net income increased $134 million over 1999 primarily because of a $140 million after-tax 
extraordinary charge that we recorded in 1999. This charge reflected a regulatory disallowance 
resulting from an ACC-approved Settlement Agreement related to the implementation of retail 
electric competition. The resulting increase in our 2000 net income was partially offset by a $38 
million income tax benefit from discontinued operations that we also recorded in 1999. See 
“Regulatory Agreements” below and Notes 1 and 3 for additional information about the 1999 
Settlement Agreement and the resulting regulatory disallowance. See Note 4 for additional 
information about the income tax benefit from discontinued operations. 

Income fi-om continuing operations increased $32 million, or 12%, over 1999 primarily 
because of increases in wholesale and retail electric sales and in real estate profits. These positive 
factors more than offset decreases resulting from the completion of investment tax credit (ITC) 
amortization in 1999, reductions in retail electricity prices, lower earnings from El Dorado, and 
miscellaneous factors. See “Regulatory Agreements” below and Note 3 for information on the price 
reductions. See “Regulatory Agreements” below and Note 4 for additional information about ITC 
amortization. 

In 2000, electric operating revenues increased $1.2 billion primarily because of 

increased wholesale revenues ($1.1 billion); 

increases in the number of retail electricity customers and the average amount of 
electricity used by customers ($97 million); and 

weather impacts ($33 million). 
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As mentioned above, these positive factors were partially offset by the effects of reductions 
in retail electricity prices ($28 million). 

The increase in wholesale revenues resulted primarily from higher prices and increased 
activity in western United States wholesale power markets. These revenues were accompanied by 
increases in purchased power and fuel expense of $1 .O billion. 

Fuel and purchased power expenses were also higher because of higher retail sales volumes 
and increased prices. 

The increase in real estate profits resulted from increases in sales of land and homes by 
SunCor. 

The increase in operations and maintenance expenses, which primarily related to customer 
growth, was substantially offset by $20 million of non-recurring items recorded in 1999. 

Net other income and expense decreased $1 1 million primarily because of a decrease in the 
market value of El Dorado’s investment in a technology-related venture capital partnership. See 
Note 1 for additional information about the valuation of El Dorado’s investments. 

1999 Compared with 1998 

Our 1999 consolidated net income was $168 million compared with $243 million in 1998. 
Our 1999 net income decreased $75 million from 1998 primarily because of a $140 million after-tax 
extraordinary charge that we recorded in 1999. This charge reflected a regulatory disallowance 
resulting from an ACC-approved Settlement Agreement related to the implementation of retail 
electric competition. The resulting decrease in our 1999 net income was partially offset by a $38 
million income tax benefit from discontinued operations that we also recorded in 1999. See 
“Regulatory Agreements” below and Notes 1 and 3 for additional information about the 1999 
Settlement Agreement and the resulting regulatory disallowance. See Note 4 for additional 
information about the income tax benefit from discontinued operations. 

Income from continuing operations increased $27 million, or 1 1 %, over 1998 primarily 
because of increases in retail electricity revenues and lower financing costs. These positive factors 
more than offset the effects of retail electricity price reductions and higher utility operations and 
maintenance expense. See “Regulatory Agreements” below and Note 3 for additional information 
about the price reductions. 

In 1999, electric operating revenues increased $287 millian primarily because of: 

increased wholesale revenues ($2 19 million); 

increases in retail electricity customers and the average amount of electricity used by 
customers ($81 million); and 

miscellaneous factors ($9 million). 
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As mentioned above, these positive factors were partially offset by the effects of reductions 
in retail prices ($22 million). 

The increase in wholesale revenues resulted from higher prices and increased activity in 
western United States wholesale markets. The revenues were accompanied by an increase in 
purchased power expenses. Although these activities contributed positively to earnings in both 
periods, the contribution in 1999 was lower than in 1998. 

Operations and maintenance expenses increased $27 million primarily because of $20 million 
of non-recurring items recorded in 1999, including a provision for certain environmental costs. 
Other increases primarily related to customer growth were partially offset by lower employee benefit 
costs. 

Net other income and expense increased $10 million primarily because of an increase in the 
market value of El Dorado’s investment in a technology-related venture capital partnership. See 
Note 1 for additional information about the valuation of El Dorado’s investments. 

Regulatory Agreements 

Regulatory agreements approved by the ACC affect the results of APS’ operations. The 
following discussion focuses on three agreements approved by the ACC, each of which included 
retail electricity price reductions: 

e The 1999 Settlement Agreement to implement retail electric competition; 

e A 1996 agreement that accelerated the amortization of APS’ regulatory assets; and 

e A 1994 settlement that accelerated the amortization of APS’ deferred ITCs. 

1999 Settlement Agreement 

As part of the 1999 Settlement Agreement, APS agreed to reduce retail electricity prices for 
standard, full offer service customers with loads less than three megawatts in a series of annual 
decreases of 1.5% on July 1, 1999 through July 1,2003, for a total of 7.5%. The first reduction of 
approximately $24 million ($14 million after income taxes) included the July 1, 1999 retail price 
decrease required by the 1996 regulatory agreement (see below). For customers having loads three 
megawatts or greater, standard offer rates will be reduced in annual increments that total 5% in the 
years 1999 through 2002. 

The 1999 Settlement Agreement also removed, as a regulatory disallowance, $234 million 
before income taxes ($1 83 million net present value) from ongoing regulatory cash flows. APS 
recorded this regulatory disallowance as a net reduction of regulatory assets and reported it as a $140 
million after-tax extraordinary charge on the 1999 income statement. 

Under the 1996 Regulatory Agreement, APS was recovering substantially all of its regulatory 
assets through accelerated amortization over an eight-year period that would have ended June 30, 
2004. For more details, see Note 1. The regulatory assets to be recovered under the 1999 Settlement 
Agreement are now being amortized as follows: 
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(dollars in millions) 

1999 2001 2002 2003 2004 Total 
1/1 - 6/30 

$164 $158 $145 $1 15 $86 $18 $686 

See Note 3 and “Business Outlook - Electric Competition (Retail)” below for additional information 
regarding the 1999 Settlement Agreement. 

1996 Regulatory Agreement 

As part of the 1996 regulatory agreement, APS reduced its retail electricity prices by 3.4% 
effective July 1, 1996. This reduction decreased annual revenue by about $49 million annually ($29 
million after income taxes). APS also agreed to share hture cost savings with its customers during 
the term of this agreement, which resulted in the following additional retail price reductions: 

0 $18 million annually ($1 1 million after income taxes), or 1.2%, effective July 1 , 1997; 

$17 million annually ($10 million after income taxes), or 1.1 %, effective July 1, 1998; 
and 

0 $1 1 million annually ($7 million after income taxes), or 0.7%, effective July 1, 1999 
(as noted above, this reduction was included in the July 1, 1999 price reduction under 
the 1999 Settlement Agreement). 

1994 Rate Settlement 

As part of a 1994 rate settlement, APS accelerated amortization of substantially all of its 
ITCs over a five-year period that ended on December 3 1,1999. The amortization of ITCs decreased 
annual consolidated income tax expense by about $24 million. Beginning in 2000, no further 
benefits were reflected in income tax expense related to the acceleration of the ITCs (see Note 4). 

Capital Needs and Resources 

Capital Expenditure Requirements 

The following table summarizes the actual capital expenditures for the period ended 
December 3 1,2000 and estimated capital expenditures for the next three years: 
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CAPITAL EXPENDITURES 
(dollars in millions) 

(actual) (estimated) 

APS 
Delivery $ 285 $ 337 $ 293 $ 294 

472 455 40 1 294 

Generation Expansion 193 659 129 132 

193 659 129 254 

Existing Generation (a) 187 11s 1 os -- 

Pinnacle West Energy (b) 

Existing Generation (a) -- -- -- 122 

SunCor (c) 50 75 23 14 

Other (d) -- 21 9 9 

Total u $1.210 fL.232 L5.u 

(a) 

(b) 

(c) 

(d) Primarily APS Energy Services. 

Pursuant to the 1999 Settlement Agreement, APS is required to move its generating assets 
and competitive services no later than December 3 1,2002. 
Does not include the Southern California Edison (SCE) purchase agreements. See Note 12 
and “Capital Resources and Cash Requirements - Pinnacle West Energy” below. 
Consists primarily of capital expenditures for land development and retail and office building 
construction. 

Capital Resources and Cash Requirements 

Pinnacle West (Parent Company) 

During the past three years, our primary cash needs were for: 

0 dividends to our shareholders; 

0 equity infusions into our subsidiaries, including $200 million invested in APS from 1996 
through 1999 as part of the 1996 regulatory agreement (see Note 3) and $193 million 
invested in Pinnacle West Energy for 2000 capital expenditures; 

0 interest payments; and 

0 optional and mandatory repayment of principal on our long-term debt. 

Over the next three years, we anticipate that our cash needs will fall into these same 
categories, although we expect our equity infusions into Pinnacle West Energy to continue as it 
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invests in additional generating facilities (see below) until it begins to finance its own construction 
needs. 

Our primary sources of cash are dividends from our subsidiaries and external financing. For 
the years 1998 through 2000, total dividends from subsidiaries were $596 million, which included 
$510 million from APS, $50 million from SunCor, and $36 million from El Dorado. 

Our long-term debt at December 3 1,2000 was $238 million compared to $106 million at 
December 3 1, 1999. We have a $250 million line of credit, under which we had $188 million of 
borrowings outstanding at December 3 1,2000. Our debt repayment requirements for the next three 
years are approximately: $2 13 million in 200 1, zero in 2002, and $25 million in 2003. 

APS 

APS’ capital requirements consist primarily of capital expenditures and optional and 
mandatory redemptions of long-term debt. APS pays for its capital requirements with cash from 
operations and, to the extent necessary, external financing. 

During the period from 1998 through 2000, APS paid for substantially all of its capital 
expenditures with cash from operations. APS expects to do so in 2001 through 2003, as well. 

See the table above for actual capital expenditures in 2000 and projected capital expenditures 
for the next three years. In general, most of APS’ projected capital expenditures are for: 

expanding transmission and distribution capabilities to serve growing customer needs; 

upgrading existing utility property; and 

environmental purposes. 

During 2000, APS redeemed approximately $357 million of long-term debt, including 
premiums, with cash from operations and from the issuance of long- and short-term debt. APS’ 
long-term debt redemption requirements for the next three years are approximately: $380 million in 
2001 ; $125 million in 2002; and zero in 2003, APS made optional redemptions of about $13 million 
of long-term debt in February 2001. Based on market conditions and optional call provisions, APS 
may make optional redemptions of long-term debt from time to time. 

As of December 3 1,2000, APS had credit commitments from various banks totaling about 
$250 million, which were available either to support the issuance of commercial paper or to be used 
as bank borrowings. At the end of 2000, APS had about $82 million of commercial paper and no 
long-term bank borrowings outstanding. 

APS’ long-term debt was $2.1 billion at December 3 1,2000 and 1999. 

Although provisions in APS’ first mortgage bond indenture and ACC financing orders 
establish maximum amounts of additional first mortgage bonds that APS may issue, APS does not 
expect any of these provisions to limit its ability to meet its capital requirements. 
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Pinnacle West Energy 

Pinnacle West Energy has announced plans to build up to 2,800 megawatts (MW) of 
generating capacity from 2001 -2006 at an estimated cost of about $1.3 billion. 

West Phoenix 4 
West Phoenix 5 
Redhawk 1 
Redhawk 2 
Redhawk 3 
Redhawk 4 

TOTAL 

120 
530 
530 
530 
530 
530 

2.770 

As discussed in greater detail below, Pinnacle West Energy has also announced plans to 
purchase Nevada Power Company’s (NPC) Harry Allen Power Station and SCE’s interest in the Palo 
Verde Nuclear Generating Station (Palo Verde). 

Pinnacle West Energy is also considering additional expansion, which may result in 
additional expenditures. 

Pinnacle West Energy expects to fund its capital requirements through internally generated 
cash, debt issued directly by Pinnacle West Energy, and capital infusions from the parent company’s 
internally generated cash and external financing. 

Pinnacle West Energy is currently planning a 650 MW expansion of the West Phoenix Power 
Plant and the construction of a natural gas-fired electric generating station of up to four, 530 MW 
units, near the Palo Verde, called Redhawk. Construction on the 120 MW West Phoenix Unit 4 
began in June 2000, with commercial operation of the unit expected in the summer of 200 1. Pinnacle 
West Energy expects construction to begin on the 530 MW West Phoenix Unit 5 in the fall of 2001, 
with commercial operation beginning in mid-2003. Construction began on the first two units of 
Redhawk in December 2000, and commercial operation is currently scheduled for the summer of 
2002. 

Pinnacle West Energy has entered into an agreement with NPC to purchase NPC’s 72 MW 
gas-fired Harry Allen Power Station about 30 miles northeast of Las Vegas, Nevada, for a net 
purchase price, after adjustments for purchased power commitments, of approximately $65.2 million. 
The purchase is subject to filing with and/or approval of various regulatory agencies, including the 
Federal Energy Regulatory Commission (FERC) and the Nevada Public Utility Commission 
(NPUC). The filing with the NPUC was made in February 2001. NPC will have the right, but not 
the obligation, to purchase the output from the Harry Allen plant at market rates, subject to a floor 
and a cap. As demand grows in the region during the next five years, Pinnacle West Energy expects 
to add a 480 MW gas-fired, combined cycle unit to the site. The Governor of Nevada recently 
requested that the NPUC reexamine NPC’s divestiture of generation assets. The timing and result of 
any action by the NPUC is not yet known. 
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On April 27,2000, Pinnacle West Energy entered into two separate agreements with SCE to 
purchase SCE’s 15.8% ownership interest in Palo Verde and its 48% ownership interest in the Four 
Corners Power Plant. Consistent with the agreements, on January 5,2001, Pinnacle West Energy 
informed SCE that it would not match a competing bid that SCE received for its Four Corners 
ownership interest. Therefore, Pinnacle West Energy will not purchase SCE’s Four Comers interest 
under the April 2000 agreement unless the Palo Verde transaction closes, the competing Four 
Comers transaction does not close, and Pinnacle West Energy acquires the Four Corners interest at 
the original $300 million purchase price as a standby purchaser. SCE did not receive any qualified 
competing bids for its Palo Verde ownership interest, which Pinnacle West Energy agreed to 
purchase for $250 million. However, recently-enacted California legislation provides that “no 
facility for the generation of electricity owned by a public utility may be disposed of prior to January 
1,2006.” Unless this California law is amended, Pinnacle West Energy would not be able to acquire 
SCE’s Palo Verde ownership interest pursuant to the original April 2000 agreement. 

Other Subsidiaries 

During the past three years, SunCor and El Dorado each funded all of their cash requirements 
with cash from operations and, in the case of SunCor, its own external financings. APS Energy 
Services funded its cash requirements with cash infusions from the parent company. 

SunCor’s capital needs consist primarily of capital expenditures for land development and 
retail and office building construction. See the Capital Expenditures Table above for actual capital 
expenditures in 2000 and projected capital expenditures for the next three years. SunCor expects to 
fimd its capital requirements from internally generated cash and external financings. 

As of December 3 1,2000, SunCor had a $120 million line of credit, under which $1 10 
million of borrowings were outstanding. SunCor’s debt repayment obligations for the next three 
years are approximately: zero in 2001; $37 million in 2002; and $74 million in 2003. 

El Dorado does not have any capital requirements over the next three years. El Dorado 
intends to focus on the realization of the value of its existing investments. El Dorado’s future 
investments are expected to be limited to opportunities related to the energy sector. 

APS Energy Services’ capital expenditures and other cash requirements will be funded from 
cash invested by the parent company. 

Accounting Matters 

We adopted a new standard on accounting for derivatives in 2001. As a result, in January 
2001 we recognized a $3 million after-tax loss in net income as a cumulative effect of a change in 
accounting principles, and a $64 million after-tax gain in equity (as a component of other 
comprehensive income). The gain resulted from unrealized gains on cash flow hedges. There are 
still several unresolved issues related to the application of certain provisions of this new standard as 
it relates to the electric utility industry. The ultimate resolution of these issues by the Financial 
Accounting Standards Board (FASB) could result in a material impact to our financial statements and 
increased volatility in future net income and comprehensive income. See Note 2 for further 
information. Also, see Note 2 for a description of a proposed standard on accounting for certain 
liabilities related to closure or removal of long-lived assets. 
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We prepare our financial statements in accordance with Statement of Financial Accounting 
Standards (SFAS) No. 71, “Accounting for the Effects of Certain Types of Regulation.” SFAS No. 
71 requires a cost-based, rate-regulated enterprise to reflect the impact of regulatory decisions in our 
financial statements. As a result of the 1999 Settlement Agreement (see “Regulatory Agreements” 
above and Note 3), we discontinued the application of SFAS No. 71 for our generation operations. 
As a result, we tested the generation assets for impairment and determined that the generation assets 
were not impaired. Pursuant to the 1999 Settlement Agreement, we reported a regulatory 
disallowance ($140 million after income taxes) as an extraordinary charge on the 1999 income 
statement. See Note 1 for additional information on regulatory accounting and Note 3 for additional 
information on the 1999 Settlement Agreement. 

Business Outlook 

This section describes several major factors affecting our financial outlook. 

Competition and Industry Restructuring 

Electric Competition (Wholesale) 

The National Energy Policy Act of 1992 (1 992 Energy Act) and the FERC’s subsequent 
rulemaking activities have established the regulatory framework to open the wholesale electricity 
market to competition. The 1992 Energy Act amended provisions of the Public Utility Holding 
Company Act of 1935 and the Federal Power Act to remove certain barriers to a competitive 
wholesale market. The 1992 Energy Act permits utilities to participate in the development of 
independent electric generating plants for electricity sales to wholesale customers, and also permits 
the FERC to order transmission access for third parties to transmission facilities owned by another 
entity. The 1992 Energy Act does not, however, permit the FERC to issue an order requiring 
transmission access to retail customers. Open-access transmission for wholesale customers as 
defined by the FERC’s final rules provides energy suppliers, including us, with opportunities to sell 
and deliver electricity at market-based prices. 

Electric Competition (Retail) 

On September 2 1, 1999, the ACC voted to approve the rules that provide a framework for the 
introduction of retail electric competition in Arizona (the Rules). Among other things, the Rules 
require most utilities, including APS, to transfer all competitive generation assets and services either 
to an unaffiliated party or to a separate corporate affiliate. The Rules require the transfer to take 
place by January 1,2001, absent a waiver. APS received a waiver in the 1999 Settlement Agreement 
to allow the transfer of its competitive generation assets and services to affiliates no later than 
December 3 1,2002. Accordingly, we plan to complete the move of such assets and services from 
APS to the parent company or to Pinnacle West Energy by the end of 2002, as required. 

Although the Rules allow retail customers to have access to competitive providers of energy 
and energy services, APS is the “provider of last resort” for standard offer customers under rates that 
have been approved by the ACC. These rates are fixed until July 1,2004. The 1999 Settlement 
Agreement allows APS to seek adjustment of these rates in the event of emergency conditions or 
circumstances, such as the inability to secure financing on reasonable terms, or material changes in 
APS’ cost of service for ACC-regulated services resulting from federal, tribal, state or local laws, 
regulatory requirements, judicial decisions, actions or orders. Energy prices in the western wholesale 
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market vary and, during the course of the last year, have been volatile. At various times prices in the 
spot wholesale market have significantly exceeded the amount included in APS’ current retail rates. 
APS expects these market conditions to continue in 2001. We believe we have adequately 
supplemented our current generation portfolio with power purchased through contracts and hedging 
techniques that limit exposure to the volatile spot wholesale power market. However, in the event of 
shortfalls due to unforeseen increases in load demand or generation outages, APS may need to 
purchase additional supplemental power in the wholesale spot market. Unless APS is able to obtain 
an adjustment of its rates under the 1999 Settlement Agreement, there can be no assurance that APS 
would be able to fully recover the costs of this power. 

As discussed in Note 3 of Notes to Consolidated Financial Statements in Item 8, the 1999 
Settlement Agreement authorizes APS to transfer its competitive generation assets and services to 
one or more corporate affiliates no later than December 3 1,2002. APS intends to move its 
generation assets to Pinnacle West Energy within that timeframe. Following its receipt of these 
generation assets, Pinnacle West Energy expects to sell its power at wholesale to our power 
marketing division (Power Marketing). Power Marketing, in turn, is expected to sell power to A P S  
and to non-affiliated power purchasers. APS is expected to meet fifty percent of its energy needs 
under a power purchase agreement with Power Marketing. As required by the Rules, APS will 
acquire the remaining fifty percent of its energy needs through a competitive bid process in which 
Power Marketing may participate. We believe that these arrangements will allow us to manage APS’ 
exposure to the wholesale power market during the period within which APS’ rates are fixed, as 
discussed in the preceding paragraph. 

Under the 1999 Settlement Agreement, the Rules are to be interpreted and applied, to the 
greatest extent possible, in a manner consistent with the 1999 Settlement Agreement. If the two 
cannot be reconciled, APS must seek, and the other parties to the 1999 Settlement Agreement must 
support, a waiver of the Rules in favor of the 1999 Settlement Agreement. Several rural electric 
cooperatives and the Arizona Consumers Council, a private non-profit public interest group 
(represented by the Arizona Center for Law in the Public Interest, also a private non-profit public 
interest organization) have filed court challenges to the Rules. Although these actions do not directly 
challenge the divestiture provisions of the Rules, they do raise fundamental constitutional issues 
concerning the ability of the ACC to permit the forces of competition to determine retail electric 
prices. 

On November 27,2000, a Maricopa County, Arizona, Superior Court judge issued a final 
judgment holding that the Rules are unconstitutional and unlawful in their entirety due to failure to 
establish a fair value rate base for competitive electric service providers and because certain of the 
Rules were not submitted to the Arizona Attorney General for certification. The judgment also 
invalidates all ACC orders authorizing competitive electric service providers, including APS Energy 
Services, in Arizona. We do not believe the ruling affects the 1999 Settlement Agreement. The 1999 
Settlement Agreement was not at issue in the consolidated cases before the judge. Further, the ACC 
made findings related to the fair value of APS’ property in the order approving the 1999 Settlement 
Agreement. The ACC and other parties aligned with the ACC have appealed the ruling to the Court 
of Appeals, as a result of which the ruling is automatically stayed pending further judicial review. 

On December 13, 1999, two parties filed lawsuits challenging the ACC’s approval of the 
1999 Settlement Agreement. Each party bringing the lawsuits appealed the ACC’s order approving 
the APS 1999 Settlement Agreement directly to the Arizona Court of Appeals, as provided by 
Arizona law. In one of the appeals, on December 26,2000, the Arizona Court of Appeals affirmed 
the ACC’s approval of the 1999 Settlement Agreement. A decision is still pending on the other 
appeal, which raises a number of different issues. 
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Neither party challenging the 1999 Settlement Agreement has raised issues regarding the 
1999 Settlement Agreement that could not be remedied by the ACC if the Arizona Court of Appeals 
remands the 1999 Settlement Agreement to the ACC. However, it is impossible to predict with 
certainty exactly what the ACC would do in the event the order approving the 1999 Settlement 
Agreement were invalidated, either in whole or in part. Even aside from the pending litigation, the 
ACC retains continuing jurisdiction over all orders issued by it and can attempt to “rescind, alter or 
amend” such order under appropriate circumstances and upon notice and hearing. 

In May 1998, a law was enacted by the Arizona legislature to facilitate implementation of 
retail electric competition in the state. Additionally, legislation related to electric competition has 
been proposed in the United States Congress. See Note 3 for additional information about the Rules, 
the 1999 Settlement Agreement, the ongoing litigation related to each, and for legislative 
developments. 

As a result of the foregoing matters, as well as energy market developments, particularly in 
California (see “California Energy Market Issues” below), electric utility restructuring is in a state of 
flux in the western United States and around the country. 

Generation Expansion 

See “Capital Needs and Resources -- Capital Resources and Cash Requirements - Pinnacle 
West Energy” and Note 12 for information regarding our generation expansion plans. The planned 
additional generation is expected to increase revenues, fuel expenses, operating expenses, and 
financing costs. 

California Energy Market Issues 

SCE and PG&E Corp. (PG&E) have publicly disclosed that their liquidity has been 
materially and adversely affected because of, among other things, their inability to pass on to 
ratepayers the prices each has paid for energy and ancillary services procured through the California 
Power Exchange (PX) and California Independent System Operator (ISO). 

We are closely monitoring developments in the California energy market and the potential 
impact of these developments on us and our subsidiaries. We have evaluated, among other things, 
SCE’s role as a Palo Verde and Four Comers participant; APS’ transactions with the PX and the ISO; 
contractual relationships with SCE and PG&E; APS Energy Services’ retail transactions involving 
SCE and PG&E; and power marketing exposures. Based upon the financial transactions to date, we 
do not believe the foregoing matters will have a material adverse effect on our financial position or 
liquidity. We cannot predict with certainty, however, the impact that any future resolution, or 
attempted resolution, of the California energy market situation may have on us or our subsidiaries or 
the regional energy market in general. 

See “Capital Resources and Cash Requirements - Pinnacle West Energy” above for a 
discussion of Pinnacle West Energy’s agreement to purchase SCE’s Palo Verde interest. 

Factors Affecting Operating Revenues 

Electric operating revenues are derived from sales of electricity in regulated retail markets in 
Arizona, and from competitive retail and wholesale bulk power markets in the western United States. 
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These revenues are expected to be affected by electricity sales volumes related to customer mix, 
customer growth and average usage per customer, as well as electricity prices and variations in 
weather from period to period. 

In APS’ regulated retail market area, APS will provide electricity services to standard-offer, 
full-service customers and to energy delivery customers who have chosen another provider for their 
electricity commodity needs (unbundled customers). Customer growth in APS’ service territory 
averaged 3.8% a year for the three years 1998 through 2000; we currently expect customer growth to 
average 3.5% to 4% a year for 2001 through 2003. We currently estimate that retail electricity sales 
in kilowatt-hours will grow 3.5% to 4.5% a year in 2001 through 2003, before the retail effects of 
weather variations. The customer growth and sales growth referred to in this paragraph apply to 
energy delivery customers. As industry restructuring evolves in the regulated market area, we cannot 
predict the number of APS’ standard offer customers that will switch to unbundled service. 

Wholesale activities will be affected by electricity prices and costs of available fuel and 
purchased power in the western United States, as well as competitive market conditions and 
regulatory and legislative changes in various state and federal jurisdictions. These factors have 
significantly affected our wholesale power activities and their resultant earnings contributions over 
the last several years. We cannot predict future contributions from wholesale activities. 

Competitive sales of energy and energy-related products and services are made by APS 
Energy Services in western states that have opened to competitive supply. Such activities are 
currently not material to our consolidated financial results. 

Other Factors Affecting Future Financial Results 

Fuel and purchased power costs are impacted by our electricity sales volumes, existing 
contracts for generation he1 and purchased power, our power plant performance, prevailing market 
prices, and our hedging program for managing such costs. 

Operations and maintenance expenses are expected to be affected by sales mix and volumes, 
inflation, and other factors. 

Depreciation and amortization expenses are expected to be affected by net additions to 
existing utility plant and other property, changes in regulatory asset amortization, and our generation 
expansion program. See Note 1 for the regulatory asset amortization that is being recorded in 1999 
through 2004 pursuant to the 1999 Settlement Agreement. Also, see Note 1 regarding current 
depreciation rates. 

Taxes other than income taxes consist primarily of property taxes, which are affected by tax 
rates and the value of property in service and under construction. We expect property taxes to 
increase primarily due to our generation expansion program and our additions to existing facilities. 

Interest expense is affected by the amount of debt outstanding and the interest rates on that 
debt. The primary factors affecting borrowing levels in the next several years are expected to be our 
generation expansion program and our internally generated cash flow. 
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The annual earnings contribution from our real estate subsidiary, SunCor, is expected to 
remain modest over the next several years. SunCor’s earnings were $5 million (excluding the effects 
of a $40 million deferred tax asset transfer) in 1998, $6 million in 1999, and $1 1 million in 2000. 

El Dorado, our investment subsidiary, is affected by market conditions related to its 
investments. See Note 1 for a discussion of recent events affecting El Dorado’s financial results and 
its outlook. Historical results are not necessarily indicative of future performance for El Dorado. El 
Dorado’s strategies focus on realization of the value of its existing investments. Any future 
investments are expected to be in the energy business. 

Our financial results may be affected by a number of broad factors. See “Forward-Looking 
Statements” below for further information on such factors, which may cause our actual future results 
to differ from those we currently seek or anticipate. 

We cannot accurately predict the impact of full retail competition on our financial position, 
cash flows, results of operations, or liquidity. As competition in the electric industry continues to 
evolve, we will continue to evaluate strategies and alternatives that will position us to compete 
effectively in a restructured industry. 

Market Risks 

Our operations include managing market risks related to changes in interest rates, commodity 
prices, and investments held by the nuclear decommissioning trust fund. 

Interest Rate and Equity Risk 

Our major financial market risk exposure is changing interest rates. Changing interest rates 
will affect interest paid on variable-rate debt and interest earned by our nuclear decommissioning 
trust fund (see Note 13). Our policy is to manage interest rates through the use of a combination of 
fixed-rate and floating-rate debt. The nuclear decommissioning fund also has risks associated with 
changing market values of equity investments. Nuclear decommissioning costs are recovered in 
regulated electricity prices. 

The tables below present contractual balances of our long-term debt and commercial paper at 
the expected maturity dates as well as the fair value of those instruments on December 3 1,2000 and 
December 3 1, 1999. The interest rates presented in the tables below represent the weighted average 
interest rates for the years ended December 3 1 , 2000 and December 3 1, 1999. 
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Expected MaturityMrincipal Repayment 
December 3 1,2000 
(dollars in thousands) 

Short-Term Variable Long-Term Fixed Long-Term 
Interest Interest Interest 
Rates Amount Rates Amount Rates Amount 

2001 
2002 
2003 
2004 
2005 
Years thereafter 
Total 
Fair value 

6.64% $ 82,775 7.23% 
-- 8.62% 
-- 8.61% 
-- 8.87% 
-- 8.89% 
-- 4.13% 

$ 82.775 
$ 82.775 

$ 438,203 
36,890 
73,578 

268 
294 

483,790 
$1.033.023 
$1,033.023 

6.63% $ 25,266 
8.13% 125,000 
6.89% 25,443 
6.17% 205,000 
7.28% 400,000 
7.47% 6 10,8 13 

$1,39 1,522 
$1.422,014 

Expected MaturityMrincipal Repayment 
December 31,1999 
(dollars in thousands) 

Short-Term Variable Long-Term Fixed Long-Term 
Interest Interest Interest 
Rates Amount Rates Amount Rates Amount 

2000 5.33% 
200 1 -- 
2002 -- 
2003 -- 
2004 -- 
Years thereafter -- 
Total 
Fair value 

10.25% $ 87 
7.00% 336,117 
8.47% 64,085 
5.51% 50,118 

10.25% 130 
3.19% 479,727 

$ 930.264 
$ 930,264 

5.79% $ 114,711 
6.70% 27,488 
8.13% 125,000 
6.87% 25,000 
6.17% 205,000 
7.87% 900,483 

$1,397.682 
$1.366.968 

Commodity Price Risk 

Pinnacle West’s Energy Risk Management Committee (the ERMC) has established risk 
management guidelines to monitor and manage commodity price risks. The ERMC is chaired by 
Pinnacle West’s Vice President of Finance and is comprised of senior executives. 

We are exposed to the impact of market fluctuations in the price and transportation costs of 
electricity, natural gas, coal, and emissions allowances. We employ established procedures to 
manage risks associated with these market fluctuations by utilizing various commodity derivatives, 
including exchange-traded futures and options and over-the-counter forwards, options, and swaps. 
As part of our overall risk management program, we enter into derivative transactions to hedge 
purchases and sales of electricity, fuels, and emissions allowances/credits. In addition, subject to 
specified risk parameters established by the Board of Directors and monitored by the ERMC, we 

44 



engage in trading activities intended to profit from market price movements. In accordance with 
Emerging Issues Task Force (EITF) 98-10 “Accounting for contracts involved in energy trading and 
risk management activities”, such trading positions are marked to market. These trading activities are 
part of our wholesale activities and are reflected in the wholesale revenues and expenses. 

As of December 3 1,2000, a hypothetical adverse price movement of 10% in the market price 
of our commodity derivative portfolio would have decreased the fair market value of these contracts 
by approximately $29 million, compared to a $6 million decrease that would have been realized as of 
December 3 I, 1999. The increase in this exposure over 1999 is a result of the increased volume of 
hedged positions and increased prices in this portfolio. This analysis does not include the favorable 
impact this same hypothetical price move would have had on certain underlying physical exposures 
being hedged with the commodity derivative portfolio. 

We are exposed to losses in the event of non-performance or non-payment by counterparties. 
We use a risk management process to assess and monitor the financial exposure of counterparties. 
Despite the fact that the great majority of trading counterparties are rated as investment grade by the 
credit rating agencies, there is still a possibility that one or more of these companies could default, 
resulting in a material impact on earnings for a given period. 

Forward-Looking Statements 

The above discussion contains forward-looking statements based on current expectations and 
we assume no obligation to update these statements. Because actual results may differ materially 
from expectations, we caution readers not to place undue reliance on these statements. A number of 
factors could cause future results to differ materially from historical results, or from results or 
outcomes currently expected or sought by us. These factors include the ongoing restructuring of the 
electric industry; the outcome of the regulatory proceedings relating to the restructuring; regional 
economic and market conditions, including the California energy situation, which could affect 
customer growth and the cost of power supplies; the cost of debt and equity capital; weather 
variations affecting local and regional customer energy usage; conservation programs; the successful 
completion of our generation expansion program; regulatory issues associated with generation 
expansion, such as permitting and licensing; our ability to compete successfully outside traditional 
regulated markets (including the wholesale market); technological developments in the electric 
industry; and the strength of the stock market (particularly the technology sector in which El Dorado 
is currently invested) and the real estate market in SunCor’s market areas, which include Arizona, 
New Mexico and Utah. 

These factors and the other matters discussed above may cause future results to differ 
materially from historical results, or from results or outcomes we currently expect or seek. 

ITEM 7A. QUANTITATIVE AND QUALITATIVE 
DISCLOSURES ABOUT MARKET RISK 

See “Market Risks” in Item 7 for a discussion of quantitative and qualitative disclosures 
about market risk. 
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Consolidated Statements of Cash Flows for 2000, 1999 and 1998 .................................. .52 
Consolidated Statements of Retained Earnings for 2000, 1999 and 1998 ........................ 53 
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See Note 14 of Notes to Consolidated Financial Statements for the selected quarterly financk u t a  
required to be presented in this Item. 
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REPORT OF MANAGEMENT 

The primary responsibility for the integrity of our financial information rests with 
management, which has prepared the accompanying financial statements and related information. 
This information was prepared in accordance with generally accepted accounting principles as 
appropriate in the circumstances, and based on management’s best estimates and judgments. These 
financial statements have been audited by independent auditors and their report is included on the 
following page. 

Management maintains and relies upon systems of internal control. A limiting factor in all 
systems of internal control is that the cost of the system should not exceed the benefits to be derived. 
Management believes that our system provides the appropriate balance between such costs and 
benefits. 

Periodically the internal control system is reviewed by both our internal auditors and our 
independent auditors to test for compliance. Reports issued by the internal auditors are released to 
management, and such reports or summaries thereof are transmitted to the Audit Committee of the 
Board of Directors and the independent auditors on a timely basis. By letter dated Februae 2 1, 
200 1, to the Audit Committee, our independent auditors confirmed that they are independent 
accountants with respect to us within the meaning of the Securities Act and the requirements of the 
Independence Standards Board. 

The Audit Committee, composed solely of outside directors, meets periodically with the 
internal auditors and independent auditors (as well as management) to review the work of each. The 
internal auditors and independent auditors have free access to the Audit Committee, without 
management present, to discuss the results of their audit work. 

Management believes that our systems, policies and procedures provide reasonable assurance 
that operations are conducted in conformity with the law and with management’s commitment to a 
high standard of business conduct. 

William J. Post 
Chairman and 
Chief Executive Officer 
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INDEPENDENT AUDITORS’ REPORT 

To the Board of Directors and Stockholders of 
Pinnacle West Capital Corporation 
Phoenix, Arizona 

We have audited the accompanying consolidated balance sheets of Pinnacle West Capital 
Corporation and subsidiaries as of December 3 1,2000 and 1999, and the related consolidated 
statements of income, retained earnings, and cash flows for each of the three years in the period 
ended December 3 1,2000. Our audits also included the financial statement schedule listed in the 
Index at Item 14. These financial statements and financial statement schedule are the responsibility 
of the Corporation’s management. Our responsibility is to express an opinion on the financial 
statements and financial statement schedule based on our audits. 

We conducted our audits in accordance with auditing standards generally accepted in the 
United States of America. Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement presentation. 
We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, such consolidated financial statements present fairly, in all material respects, 
the financial position of Pinnacle West Capital Corporation and subsidiaries at December 3 1,2000 
and 1999, and the results of their operations and their cash flows for each of the three years in the 
period ended December 3 1,2000 in conformity with accounting principles generally accepted in the 
United States of America. Also, in our opinion, such financial statement schedule, when considered 
in relation to the basic consolidated financial statements taken as a whole, presents fairly in all 
material respects the information set forth therein. 

DELOITTE & TOUCHE LLP 
Phoenix, Arizona 
February 9,2001 
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PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATED STATEMENTS OF INCOME 

(dollars in thousands, except per share amounts) 
Year Ended December 3 1, 

OPERATING REVENUES 
Electric 
Real estate 

Total 
OPERATING EXPENSES 

Fuel and purchased power 
Operations and maintenance 
Real estate operations 
Depreciation and amortization (Note 1) 
Taxes other than income taxes 

Total 
OPERATING INCOME 
OTHER INCOME (EXPENSE) 

Preferred stock dividend requirements 

Net other income and expense 
of APS 

Total 
INCOME BEFORE INTEREST AND 
INCOME TAXES 
INTEREST EXPENSE 

Interest charges 
Capitalized interest 

Total 
INCOME FROM CONTINUING 
OPERATIONS BEFORE INCOME 
TAXES 
INCOME TAXES (NOTE 4) 
INCOME FROM CONTINUING 
OPERATIONS 

Income tax benefit from 

Extraordinary charge - net of income 
discontinued operations 

taxes of $94,115 
NET INCOME 
AVERAGE COMMON SHARES 

AVERAGE COMMON SHARES 

EARNINGS PER AVERAGE COMMON 
SHARE OUTSTANDING (NOTE 16) 

OUTSTANDING - BASIC 

OUTSTANDING - DILUTED 

Continuing operations - basic 
Net income - basic 
Continuing operations - diluted 
Net income - diluted 

DIVIDENDS DECLARED PER SHARE 

$3,531,810 
158,365 

3,690,175 

1,934,783 
450,809 
134,422 
394,410 
99,780 

3,014,204 
675,971 

-- 
(186) 
(186) 

675.785 

171,239 
(2 1.63 8) 
149,60 1 

526,184 
223,852 

3 02,3 3 2 

-- 

-- 
$ 302.332 

84,733 

84,935 

$ 3.57 
3.57 
3.56 
3.56 

$ 1.425 

See Notes to Consolidated Financial Statements. 
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1999 

$2,293,184 
130,169 

2,423.353 

796,109 
446,777 
119,516 
385,568 
96.606 

1,844,576 
578,777 

(1,016) 
10,793 
9,777 

588,554 

162,381 
(1 1.664) 
150,7 17 

437,837 
168.065 

269,772 

38,000 

(139,885) 
$167.887 

84,7 17 

85,009 

$ 3.18 
1.98 
3.17 
1.97 

$ 1.325 

1998 

$2,006,398 
124,188 

2,130,586 

545,297 
419,433 
115,331 
379,679 
103,718 

1,563,458 
567,128 

(9,703) 
609 

(9.094) 

558,034 

169,145 
(18,596) 
150.549 

407,485 
164,593 

242,892 

-- 

-- 
$242.892 

84,774 

85,346 

$ 2.87 
2.87 
2.85 
2.85 

$ 1.225 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATED BALANCE SHEETS 

(dollars in thousands) 

December 3 1, 

ASSETS 

CURRENT ASSETS 
Cash and cash equivalents 
Customer and other receivables - net 
Accrued utility revenues 
Materials and supplies (at average cost) 
Fossil fuel (at average cost) 
Deferred income taxes (Note 4) 
Other current assets 

Total current assets 

INVESTMENTS AND OTHER ASSETS 
Real estate investments - net (Note 6) 
Other assets (Note 13) 

Total investments and other assets 

UTILITY PLANT (NOTES 6,lO AND 1 1) 
Electric plant in service and held for future use 
Less accumulated depreciation and amortization 

Construction work in progress 
Nuclear fuel, net of amortization of $6 1,256 and 
$66,357 

Total 

Net utility plant 

DEFERRED DEBITS 
Regulatory assets (Notes 3 and 4) 
Other deferred debits 

Total deferred debits 

TOTAL ASSETS 

See Notes to Consolidated Financial Statements. 
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$ 10,363 
513,822 
74,566 
7 1,966 
19,405 
5,793 

97,998 
793,913 

371,323 
3 18.249 
689.572 

7,809,566 
3,188.302 
4,62 1,264 

464,540 

47.389 

5.133,193 

469,867 
62.606 

532.473 

$7.149,15 1 

$ 20,705 
244,599 
72,9 19 
69,977 
2 1,869 

8,163 
60,562 

498.794 

344,293 
267,458 
61 1.751 

7,546,3 14 
3,026,194 
4,520,120 

209,28 1 

49s  14 

4.7783 15 

613,729 
105,717 
7 19,446 

$6.608.506 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATED BALANCE SHEETS 

(dollars in thousands) 

December 3 1 , 

LIABILITIES AND EQUITY 

CURRENT LIABILITIES 
Accounts payable 
Accrued taxes 
Accrued interest 
Short-term borrowings (Note 5) 
Current maturities of long-term debt (Note 6) 
Customer deposits 
Other current liabilities 

Total current liabilities 

LONG-TERM DEBT LESS CURRENT 
MATURITIES (NOTE 6) 

DEFERRED CREDITS AND OTHER 
Deferred income taxes (Note 4) 
Unamortized gain - (Note 10) 
Other 

Total deferred credits and other 

$ 375,805 
89,246 
42,954 
82,775 

463,469 
26,189 

1 10.860 
1,191,298 

1,955.083 

1 , 143,040 
68,636 

408,380 
1,620,056 

COMMITMENTS AND CONTINGENCIES (NOTES 
3,12 AND 13) 

COMMON STOCK EQUITY (NOTE 8) 
Common stock, no par value; authorized 

150,000,000 shares; issued and outstanding 
84,824,947 at end of 2000 and 1999 

Total common stock equity 

1,53233 1 
Retained earnings 849,883 

2,382.7 14 

TOTAL LIABILITIES AND EQUITY $7.149.1 5 1 

See Notes to Consolidated Financial Statements. 
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1999 

$ 186,524 
703 10 
33,253 
38,300 

114,798 
26,098 
26.007 

495,490 

2,206,052 

1,183,855 
73,212 

444,164 
1,701.23 1 

1,537,449 
668,284 

2,205,733 

$6.608,506 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(dollars in thousands) 
Year Ended December 3 1 , 

1998 
CASH FLOWS FROM OPERATING ACTIVITIES 
Income from continuing operations 
Items not requiring cash 

Depreciation and amortization 
Nuclear fuel amortization 
Deferred income taxes - net 
Deferred investment tax credit 
Other - net 

Changes in current assets and liabilities 
Customer and other receivables - net 
Accrued utility revenues 
Materials, supplies and fossil fuel 
Other current assets 
Accounts payable 
Accrued taxes 
Accrued interest 
Other current liabilities 

(Increase) Decrease in land held 
Other - net 
Net Cash Flow Provided By Operating 

CASH FLOWS FROM INVESTING ACTIVITIES 
Capital expenditures 
Capitalized interest 
Other - net 
Net Cash Flow Used For Investing Activities 

CASH FLOWS FROM FINANCING ACTIVITIES 
Issuance of long-term debt 
Short-term borrowings - net 
Dividends paid on common stock 
Repayment of long-term debt 
Redemption of preferred stock 
Other - net 
Net Cash Flow Provided by (Used for) Financing 

NET CASH FLOW 

CASH AND CASH EQUIVALENTS AT 

Activities 

Activities 

BEGINNING OF YEAR 

CASH AND CASH EQUIVALENTS AT 
END OF YEAR 

$302,332 $269,772 

394,410 385,568 
30,083 31,371 
(8,973) (1 7,413) 

740 (23,514) 
478 (1 2,476) 

(269,223) 
( 1,647) 

475 
(37,436) 
193,502 
18,736 
9,701 

89,714 
(25,937) 

2.605 

(10,723) 
(5,179) 
(8,794) 

(12,968) 
28,193 
1239 1 
1,387 

15,047 
(12,542) 
(4.720) 

699,560 635.600 

(658,608) (343,448) 
(2 1,63 8) (1 1,664) 
(4 1.76 1) (1 6.143) 

(722,007) (371,255) 

65 1,000 607,79 1 
44,475 (140,530) 

(120,733) (1 12,311) 
(558,019) (510,693) 

-- (96,499) 
(4.618) (1 1.936) 

12,105 (264,178) 

(1 0,342) 167 

20,705 20.538 

$242,892 

379,679 
32,856 
4 1,262 

(233 16) 
1,190 

(50,369) 
(9,18 1) 
(2,797) 
(6,186) 

(1,108) 
(5,235) 

34,386 
(22,090) 

33,405 
(39,350) 

605,838 

(3 19,142) 
(1 8,596) 
(2,144) 

(3 39,882) 

148,229 
48,080 

(103,849) 
(286,3 14) 
(75,517) 
(333 1) 

(272,902) 

(6,946) 

27,484 - 
See Notes to Consolidated Financial Statements. 
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PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATED STATEMENTS OF RETAINED EARNINGS 

(dollars in thousands) 

Year Ended December 3 1, 
1999 1998 

Retained earnings at beginning of year $668,284 $612,708 $473,665 

242,892 Net income 302,332 167,887 

Common stock dividends (120,733) (1 12.31 1) (103.849) 

Retained earnings at end of year $849.883 $668.284 $612.708 

See Notes to Consolidated Financial Statements. 
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PINNACLE WEST CAPITAL CORPORATION 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

1. Summary of Significant Accounting Policies 

Consolidation and Nature of Operations 

The consolidated financial statements include the accounts of Pinnacle West and our 
subsidiaries: APS, Pinnacle West Energy, APS Energy Services, SunCor, and El Dorado. Significant 
intercompany accounts and transactions between the consolidated companies have been eliminated. 

APS, our major subsidiary and Arizona’s largest electric utility, provides retail and wholesale 
electric service to the entire state with the exception of Tucson and about one-half of the Phoenix 
area. APS also generates and, directly or through our power marketing division, sells and delivers 
electricity to wholesale customers in the western United States. Pinnacle West Energy, which was 
formed in 1999, is the subsidiary through which we intend to conduct our unregulated generation 
operations. APS Energy Services was formed in 1998 and sells energy and energy-related products 
and services in competitive retail markets in the western United States. SunCor is a developer of 
residential, commercial, and industrial real estate projects in Arizona, New Mexico, and Utah. El 
Dorado is primarily a venture capital and investment firm. 

Accounting Records 

Our accounting records are maintained in accordance with accounting principles generally 
accepted in the United States of America (GAAP). The preparation of financial statements in 
accordance with GAAP requires the use of estimates by management. Actual results could differ 
from those estimates. 

Regulatory Accounting 

APS is regulated by the ACC and the FERC. The accompanying financial statements reflect 
the rate-making policies of these commissions. For regulated operations, we prepare our financial 
statements in accordance with SFAS No. 7 1, “Accounting for the Effects of Certain Types of 
Regulation.” SFAS No. 7 1 requires a cost-based, rate-regulated enterprise to reflect the impact of 
regulatory decisions in our financial statements. 

During 1997, the EITF of the FASB issued EITF 97-4. EITF 97-4 requires that SFAS No. 71 
be discontinued no later than when legislation is passed or a rate order is issued that contains 
sufficient detail to determine its effect on the portion of the business being deregulated, which could 
result in write-downs or write-offs of physical and/or regulatory assets. Additionally, the EITF 
determined that regulatory assets should not be written off if they are to be recovered from a portion 
of the entity which continues to apply SFAS No. 71. 

The 1999 Settlement Agreement was approved by the ACC in September 1999 (see Note 3 
for a discussion of the agreement). Consequently, we have discontinued the application of SFAS No. 
7 1 for our generation operations. As a result, we tested the generation assets for impairment and 
determined that the generation assets were not impaired. Pursuant to the 1999 Settlement 
Agreement, a regulatory disallowance removed $234 million pre-tax ($183 million net present value) 
from ongoing regulatory cash flows and was recorded as a net reduction of regulatory assets. This 
reduction ($140 million after income taxes) was reported as an extraordinary charge on the income 
statement during the third quarter of 1999. Prior to the 1999 Settlement Agreement, under the 1996 
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regulatory agreement (see Note 3), the ACC accelerated the amortization of substantially all of our 
regulatory assets to an eight-year period that would have ended June 30,2004. 

The regulatory assets to be recovered under the 1999 Settlement Agreement are now being 
amortized as follows: 

(dollars in millions) 

1999 2001 2002 2003 2004 Total 
1/1 - 6/30 

$164 $158 $145 $1 15 $86 $18 $686 

The majority of our remaining regulatory assets relate to deferred income taxes (see Note 4) 
and rate synchronization cost deferrals (see “Rate Synchronization Cost Deferrals” in this Note). 

The balance sheets include the amounts listed below for generation assets not subject to 
SFAS No. 7 1 (for additional generation information see Note 18): 

(dollars in thousands) 
December 3 1 , December 3 1 , 

2000 1999 

$ 3,856,600 $ 3,817,919 Electric plant in service and held for future use ......... 
Accumulated depreciation and amortization.. ............. (1,693,079) (1,664,782) 

304,992 87,819 Construction work in progress .................................... 
Nuclear fuel, net of amortization ................................. 47,389 49,114 

Utility Plant and Depreciation 

Utility plant is the term we use to describe the business property and equipment that supports 
electric service, consisting primarily of generation, transmission, and distribution facilities. We 
report utility plant at its original cost, which includes: 

8 material and labor; 
8 contractor costs; 
8 

8 

construction overhead costs (where applicable); and 
capitalized interest or an allowance for funds used during construction. 

We charge retired utility plant, plus removal costs less salvage realized, to accumuLded 
depreciation. See Note 2 for information on a proposed accounting standard that impacts accounting 
for removal costs. 

We record depreciation on utility property on a straight-line basis. For the years 1998 
through 2000 the rates, as prescribed by our regulators, ranged from a low of 3.33% to a high of 
20%. The weighted-average rate was 3.40% for 2000, 3.34% for 1999, and 3.32% for 1998. We 
depreciate non-utility property and equipment over the estimated useful lives of the related assets, 
ranging from 3 to 30 years. 
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El Dorado Investments 

Net other income consists primarily of El Dorado’s share in the earnings of a venture capital 
partnership. The partnership adjusts the value of its investments at the end of each fiscal quarter. The 
value of El Dorado’s investment in the partnership is determined by various factors beyond our 
control, including equity market conditions. Most of the partnership’s investments are in technology- 
related companies whose share prices are highly volatile. 

Prior to June 2000, we recorded our share of the earnings from the partnership, as the 
partnership adjusted the value of its investment, on a one-quarter lag. This procedure was followed 
due to time constraints in obtaining and analyzing such results for inclusion in our consolidated 
financial statements on a current basis. In the second quarter of 2000, we requested a distribution of 
our share of the investments held by the partnership, and we adjusted our investment to reflect the 
current market value. 

An amendment to the partnership agreement resulted in El Dorado receiving a distribution, 
subject to certain sale restrictions, of securities representing substantially all of El Dorado’s 
investment in the partnership. We began accounting for the securities as available for sale with 
changes in fair value recorded in other comprehensive income. Gains and losses from the ultimate 
sale of such securities will be reflected in our net earnings. 

The book value of El Dorado’s investment in the partnership was approximately $7 million at 
December 3 1 , 2000 and $2 1 million at December 3 1, 1999. 

Capitalized Interest 

Capitalized interest represents the cost of debt funds used to finance construction of utility 
plants. Plant construction costs, including capitalized interest, are expensed through depreciation 
when completed projects are placed into commercial operation. Capitalized interest does not 
represent current cash earnings. The rate used to calculate capitalized interest was a composite rate 
of 6.62% for 2000, 6.65% for 1999, and 6.88% for 1998. 

Revenues 

We record electric operating revenues on the accrual basis, which includes estimated 
amounts for service rendered but unbilled at the end of each accounting period. 

Rate Synchronization Cost Deferrals 

As authorized by the ACC, operating costs (excluding fuel) and financing costs of Palo 
Verde Units 2 and 3 were deferred from the commercial operation dates (September 1986 for Unit 2 
and January 1988 for Unit 3) until the date the units were included in a rate order (April 1988 for 
Unit 2 and December 1991 for Unit 3). In accordance with the 1999 Settlement Agreement, we are 
continuing to accelerate the amortization of the deferrals over an eight-year period that will end 
June 30,2004. Amortization of the deferrals is included in depreciation and amortization expense on 
the Statements of Income. 
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Nuclear Fuel 

APS charges nuclear fuel to fuel expense by using the unit-of-production method. The unit- 
of-production method is an amortization method that is based on actual physical usage. APS divides 
the cost of the fuel by the estimated number of thermal units that it expects to produce with that fuel. 
APS then multiplies that rate by the number of thermal units that it produces within the current 
period. This calculation determines the current period nuclear fuel expense. 

APS also charges nuclear fuel expense for the permanent disposal of spent nuclear fuel. The 
United States Department of Energy (DOE) is responsible for the permanent disposal of spent 
nuclear fuel, and it charges APS $0.001 per kWh of nuclear generation. See Note 12 for information 
about spent nuclear fuel disposal and Note 13 for information on nuclear decommissioning costs. 

Income Taxes 

We file our federal income tax return on a consolidated basis and we file our state income tax 
returns on a consolidated or unitary basis. In accordance with our intercompany tax sharing 
agreement, federal and state income taxes are allocated to each subsidiary as though each subsidiary 
filed a separate income tax return. Any difference between the aforementioned allocations and the 
consolidated (and unitary) income tax liability is attributed to the parent company. 

Reacquired Debt Costs 

For debt related to the regulated portion of APS’ business, APS amortizes those gains and 
losses incurred upon early retirement over the remaining life of the debt. In accordance with the 1999 
Settlement Agreement, APS is continuing to accelerate reacquired debt costs over an eight-year 
period that will end June 30,2004. The accelerated portion of the regulatory asset amortization is 
included in depreciation and amortization expense in the Statements of Income. 

Derivative Instruments 

We are exposed to the impact of market fluctuations in the price and transportation costs of 
electricity, natural gas, coal, and emissions allowances. We employ established procedures to 
manage risks associated with these market fluctuations by utilizing various commodity derivatives, 
including exchange-traded futures and options and over-the-counter forwards, options, and swaps. 
As part of our overall risk management program, we enter into derivative transactions to hedge 
purchases and sales of electricity, fuels, and emissions allowances/credits. The changes in market 
value of such contracts have a high correlation to price changes in the hedged commodity. In 
addition, subject to specified risk parameters established by the Board of Directors and monitored by 
the ERMC, we engage in trading activities intended to profit from market price movements. 

Gains and losses related to derivatives that qualify as hedges of expected transactions are 
recognized in revenue or fuel and purchased power expense as an offset to the related item being 
hedged when the underlying hedged physical transaction closes (deferral method). 

Net gains and losses on derivatives utilized for trading are recognized in wholesale revenues 
on a current basis (the mark to market method). Trading positions are measured at fair value as of 
the balance sheet date. The net gain was $9 million for 2000 and $1 million for 1999. 
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Statements of Cash Flows 

We consider temporary cash investments and marketable securities, with original maturities 
of less than 90 days, to be cash equivalents for purposes of reporting cash flows. During 2000, 1999, 
and 1998, we paid interest, net of amounts capitalized, income taxes, and dividends on preferred 
stock of APS as follows: 

(dollars in millions) 

Years Ended December 3 1. 

Interest paid $132 $141 $144 
Income taxes paid 219 200 165 
Dividends paid on preferred stock of APS -- 1 10 

2. Accounting Matters 

Effective January 1,2001, we adopted SFAS No. 133, “Accounting for Derivative 
Instruments and Hedging Activities.” SFAS No. 133 requires that entities recognize all derivatives 
as either assets or liabilities on the balance sheet and measure those instruments at fair value. 
Changes in the fair value of derivative financial instruments are either recognized periodically in 
income or shareholder’s equity (as a component of other comprehensive income), depending on 
whether or not the derivative meets specific hedge accounting criteria. Hedge effectiveness is 
measured based on the relative changes in fair value between the derivative contract and the hedged 
item over time. Any change in the fair value resulting from ineffectiveness, as defined by SFAS No. 
133, is recognized immediately in net income. This new standard may result in additional volatility in 
our net income and comprehensive income. 

As a result of adopting SFAS No. 133, we recognized $1 18 million of derivative assets and 
$16 million of derivative liabilities in our balance sheet as of January 1,2001. We recorded a $3 
million after-tax loss in net income as a cumulative effect of a change in accounting principles and a 
$64 million after-tax gain in equity (as a component of other comprehensive income). The gain 
resulted from unrealized gains on cash flow hedges. 

In December 2000, the FASB’s Derivatives Implementation Group (DIG) discussed whether 
contracts in the electric industry that have some of the characteristics of purchased and written 
options should qualify for the “normal purchases and sales” scope exception. The DIG did not reach 
a conclusion on this issue. We account for electricity contracts with characteristics of options as 
normal purchases and sales if it is probable that the contract will not be settled in cash and will result 
in the physical delivery of electricity. The DIG also discussed but did not determine whether 
electricity contracts subject to “bookout” should qualify for the normal exception. A bookout occurs 
when one party appears more than once in a contract path for the sale and purchase of energy. In that 
instance, the counterparties may agree that they will not schedule or deliver physical energy that 
originates and ends with the same counterparty, but rather will settle in cash the amounts due to or 
from each counterparty. We account for our non-trading electricity transactions that bookout as 
gross settlement with physical delivery (and eligible for the normal scope exception) if title transfers, 
gross cash payment is made, and the transaction retains both performance and credit risk. Trading 
contracts are measured at fair value (mark to market) as discussed in Note 1. 
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. Our accounting is reflective of the non-storability of our product and the lack of predictability 
of the demand for electricity at any point in time. If the FASB or DIG ultimately provides us with 
contrary guidance, we may be required to mark our non-trading electricity contracts to their fair 
market values each reporting period, which could have a material impact on our financial statements 
and add significant net income and comprehensive income volatility that would not be reflective of 
the nature of our business. If these agreements are required to be treated as derivative instruments, a 
cumulative effect of a change in accounting principles would be applied in the quarter following final 
resolution of the issues. 

In 1999 we adopted EITF 98- 10, “Accounting for Contracts Involved in Energy Trading and 
Risk Management Activities.” EITF 98-10 requires energy trading contracts to be measured at fair 
value as of the balance sheet date with the gains and losses included in earnings and separately 
disclosed in the financial statements or footnotes. The effects of adopting EITF 98-10 were not 
material to our 1999 financial statements. 

In February 1996, the FASB issued an exposure draft, “Accounting for Certain Liabilities 
Related to Closure or Removal of Long-Lived Assets.” This proposed standard would require the 
estimated present value of the cost of decommissioning and certain other removal costs to be 
recorded as a liability, along with an offsetting plant asset when a decommissioning or other removal 
obligation is incurred. The FASB issued a revised exposure draft in February 2000 and we are 
evaluating the impacts. 

3. Regulatory Matters 

Electric Industry Restructuring 

State 

1999 Settlement Agreement. On May 14, 1999, APS entered into a comprehensive 
Settlement Agreement with various parties, including representatives of major consumer groups, 
related to the implementation of retail electric competition. On September 23, 1999, the ACC voted 
to approve the 1999 Settlement Agreement, with some modifications. On December 13, 1999, two 
parties filed lawsuits challenging the ACC’s approval of the 1999 Settlement Agreement. Each party 
bringing the lawsuits appealed the ACC’s order approving the APS 1999 Settlement Agreement 
directly to the Arizona Court of Appeals, as provided by Arizona law. In one of the appeals, on 
December 26,2000, the Arizona Court of Appeals affirmed the ACC’s approval of the 1999 
Settlement Agreement. A decision is still pending on the other appeal, which raises a number of 
different issues. 

The following are the major provisions of the 1999 Settlement Agreement, as approved: 

0 APS has reduced, and will reduce, rates for standard offer service for customers with loads 
less than three MW in a series of annual retail electric price reductions of 1.5% beginning 
July 1, 1999 through July 1,2003, for a total of 7.5%. The first reduction of approximately 
$24 million ($14 million after income taxes) included the July 1, 1999 retail price decrease of 
approximately $1 1 million ($7 million after income taxes) related to the 1996 regulatory 
agreement. See “1996 Regulatory Agreement” below. 
authorized in the 1999 Settlement Agreement, there was a retail price decrease of 
approximately $28 million ($17 million after taxes), or 1.5%’ effective July 1,2000. For 

Based on the price reduction 
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customers having loads three MW or greater, standard offer rates will be reduced in varying 
annual increments that total 5% in the years 1999 through 2002. 

Unbundled rates being charged by A P S  for competitive direct access service (for example, 
distribution services) became effective upon approval of the 1999 Settlement Agreement, 
retroactive to July 1, 1999, and also became subject to annual reductions beginning January 
1 , 2000, that vary by rate class, through January 1,2004. 

There will be a moratorium on retail price changes for standard offer and unbundled 
competitive direct access services until July 1,2004, except for the price reductions described 
above and certain other limited circumstances. Neither the ACC nor APS will be prevented 
from seeking or authorizing rate changes prior to July 1 , 2004 in the event of conditions or 
circumstances that constitute an emergency, such as an inability to finance on reasonable 
terms, or material changes in APS’ cost of service for ACC-regulated services resulting from 
federal, tribal, state or local laws, regulatory requirements, judicial decisions, actions or 
orders. 

APS will be permitted to defer for later recovery prudent and reasonable costs of complying 
with the ACC electric competition rules, system benefits costs in excess of the levels 
included in current rates, and costs associated with the “provider of last resort” and standard 
offer obligations for service after July 1,2004. These costs are to be recovered through an 
adjustment clause or clauses commencing on July 1,2004. 

APS’ distribution system opened for retail access effective September 24, 1999. Customers 
were eligible for retail access in accordance with the phase-in adopted by the ACC under the 
electric competition rules (see “Retail Electric Competition Rules’’ below), including an 
additional 140 MW being made available to eligible non-residential customers. APS opened 
its distribution system to retail access for all customers on January 1,2001. 

Prior to the 1999 Settlement Agreement, APS was recovering substantially all of its 
regulatory assets through July 1,2004, pursuant to the 1996 regulatory agreement. In 
addition, the 1999 Settlement Agreement states that APS has demonstrated that its allowable 
stranded costs, after mitigation and exclusive of regulatory assets, are at least $533 million 
net present value. APS will not be allowed to recover $183 million net present value of the 
above amounts. The 1999 Settlement Agreement provides that APS will have the 
opportunity to recover $350 million net present value through a competitive transition charge 
(CTC) that will remain in effect through December 3 1,2004, at which time it will terminate. 
Any overhnder-recovery due to sales volume variances will be crediteddebited against the 
costs subject to recovery under the adjustment clause described above. 

APS will form a separate corporate affiliate or affiliates and transfer to such affiliate(s) its 
generating assets and competitive services at book value as of the date of transfer, which 
transfer shall take place no later than December 3 1 , 2002. Accordingly, APS plans to 
complete the move of such assets and services from APS to the parent company or to 
Pinnacle West Energy by the end of 2002, as required. APS will be allowed to defer and later 
collect, beginning July 1,2004, sixty-seven percent of its costs to accomplish the required 
transfer of generation assets to an affiliate. 
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When the 1999 Settlement Agreement approved by the ACC is no longer subject to judicial 
review, APS will move to dismiss all of its litigation pending against the ACC as of the date 
APS entered into the 1999 Settlement Agreement. To protect its rights, APS has several 
lawsuits pending on ACC orders relating to stranded cost recovery and the adoption and 
amendment of the ACC’s electric competition rules, which would be voluntarily dismissed at 
the appropriate time under this provision. 

As discussed in Note 1 above, we have discontinued the application of SFAS No. 71 for our 
generation operations. 

Retail Electric Competition Rules. On September 2 1, 1999, the ACC voted to approve the 
rules that provide a framework for the introduction of retail electric competition in Arizona. Under 
the 1999 Settlement Agreement, the Rules are to be interpreted and applied, to the greatest extent 
possible, in a manner consistent with the 1999 Settlement Agreement. If the two cannot be 
reconciled, APS must seek, and the other parties to the 1999 Settlement Agreement must support, a 
waiver of the Rules in favor of the 1999 Settlement Agreement. On December 8, 1999, APS filed a 
lawsuit to protect its legal rights regarding the Rules. This lawsuit is pending, along with several 
other lawsuits on ACC orders relating to stranded cost recovery, the adoption or amendment of the 
Rules, and the certification of competitive electric service providers. 

On November 27,2000, a Maricopa County, Arizona, Superior Court judge issued a final 
judgment holding that the Rules are unconstitutional and unlawful in their entirety due to failure to 
establish a fair value rate base for competitive electric service providers and because certain of the 
Rules were not submitted to the Arizona Attorney General for certification. The judgment also 
invalidates all ACC orders authorizing competitive electric service providers, including APS Energy 
Services, in Arizona. We do not believe the ruling affects the 1999 Settlement Agreement. The 1999 
Settlement Agreement was not at issue in the consolidated cases before the judge. Further, the ACC 
made findings related to the fair value of APS’ property in the order approving the 1999 Settlement 
Agreement. The ACC and other parties aligned with the ACC have appealed the ruling to the Court 
of Appeals, as a result of which the ruling is automatically stayed pending further judicial review. 

The Rules approved by the ACC include the following major provisions: 

They apply to virtually all Arizona electric utilities regulated by the ACC, including APS. 

Effective January 1,2001, retail access was available to all APS retail customers. 

Electric service providers that get Certificates of Convenience and Necessity from the ACC 
can supply only competitive services, including electric generation, but not electric 
transmission and distribution. 

Affected utilities must file ACC tariffs that unbundle rates for non-competitive services. 

The ACC shall allow a reasonable opportunity for recovery of unmitigated stranded costs. 

Absent an ACC waiver, prior to January 1,2001, each affected utility (except certain electric 
cooperatives) must transfer all competitive generation assets and services either to an 
unaffiliated party or to a separate corporate affiliate. Under the 1999 Settlement Agreement, 
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APS received a waiver to allow transfer of its generation and other competitive assets and 
services to affiliates no later than December 3 1 , 2002. See “1 999 Settlement Agreement” 
above for a discussion of the planned timing of the transfer. 

1996 Regulatory Agreement. In April 1996, the ACC approved a regulatory agreement 
between the ACC Staff and APS. Based on the price reduction formula authorized in the agreement, 
the ACC approved retail price decreases (approximate) as follows (dollars in millions): 

Annual Electric Percentage 
Revenue Decrease Decrease Effective Date 

$49 
$18 
$17 
$1 1 

3.4% 
1.2% 
1.1% 
0.7% 

July 1, 1996 
July 1, 1997 
July 1, 1998 
July 1, 1999 (a) 

(a) Included in the first rate reduction under the 1999 Settlement Agreement (see above). 

The regulatory agreement also required that we infuse $200 million of common equity into 
APS in annual payments of $50 million from 1996 through 1999. All of these equity infusions were 
made by December 3 1 , 1999. 

Legislation. In May 1998, a law was enacted to facilitate implementation of retail electric 
competition in Arizona. The law includes the following major provisions: 

Arizona’s largest government-operated electric utility (Salt River Project) and, at their 
option, smaller municipal electric systems must (i) make at least 20% of their 1995 retail 
peak demand available to electric service providers by December 31, 1998 and for all 
retail customers by December 3 1,2000; (ii) decrease rates by at least 10% over a ten-year 
period beginning as early as January 1, 199 1 ; (iii) implement procedures and public 
processes comparable to those already applicable to public service corporations for 
establishing the terms, conditions, and pricing of electric services as well as certain other 
decisions affecting retail electric competition; 

describes the factors which form the basis of consideration by Salt River Project in 
determining stranded costs; and 

metering and meter reading services must be provided on a competitive basis during the 
first two years of competition only for customers having demands in excess of one MW 
(and that are eligible for competitive generation services), and thereafter for all customers 
receiving competitive electric generation. 

General 

APS cannot accurately predict the impact of full retail competition on its financial position, 
cash flows, results of operations, or liquidity. As competition in the electric industry continues to 
evolve, APS will continue to evaluate strategies and alternatives that will position it to compete in the 
new regulatory environment. 

62 



PINNACLE WEST CAPITAL CORPORATION 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Federal 

The 1992 Energy Act and recent rulemakings by FERC have promoted increased competition 
in the wholesale energy markets. APS does not expect these rules to have a material impact on its 
financial statements. 

Several electric utility industry restructuring bills will undoubtedly be introduced during the 
current congressional session. Several of these bills are written to allow consumers to choose their 
electricity suppliers beginning in 2001 and beyond. These bills and other bills are expected to be 
introduced, and ongoing discussions at the federal level suggest a wide range of opinion that will 
need to be narrowed before any comprehensive restructuring of the electric utility industry can occur. 

4. Income Taxes 

Income Taxes 

Certain assets and liabilities are reported differently for income tax purposes than they are for 
financial statements. The tax effect of these differences is recorded as deferred taxes. We calculate 
deferred taxes using the current income tax rates. 

APS has recorded a regulatory asset related to income taxes on its Balance Sheet in 
accordance with SFAS No. 7 1. This regulatory asset is for certain temporary differences, primarily 
the allowance for equity funds used during construction. APS amortizes this amount as the 
differences reverse. In accordance with the 1999 Settlement Agreement, APS is continuing to 
accelerate its amortization of the regulatory asset for income taxes over an eight-year period that will 
end June 30,2004 (see Note 1). We are including this accelerated amortization in depreciation and 
amortization expense on the Statements of Income. The components of income tax expense for 
continuing operations are: 

(dollars in thousands) 

Year Ended December 3 1 , 

Current 
Federal 
State 

Total current 

Deferred 
ITC amortization 
Total expense 

$ 189,779 $ 171,491 $ 105,922 
42,306 37,501 40,62 1 

232,085 208,992 146,543 

(8,973) (17,413) 41,566 
740 (23,514) (23.516) 

$223.852 $ 168.065 $ 164.593 

The following chart compares pretax income at the 35% federal income tax rate to income tax 
expense: 
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(dollars in thousands) 

Year Ended December 3 1 , 

Federal income tax expense at 35% 
statutory rate $ 184,164 $ 153,243 $ 142,620 
Increases (reductions) in tax expense 
resulting from: 

Tax under book depreciation 12,328 14,575 17,848 
Preferred stock dividends of APS -- 356 3,396 
ITC amortization 740 (23,514) (23,516) 
State income tax net of federal income 
tax benefit 23,555 23,030 22,764 
Other 3,065 375 1,48 1 

Income tax expense $223,852 $ 168,065 $ 164,593 

The components of the net deferred income tax liability were as follows: 

(dollars in thousands) 

Year Ended December 3 1 , 

DEFERRED TAX ASSETS 
Deferred gain on Palo Verde Unit 2 salelleaseback $ 27,056 $ 29,446 
Other 89,4 16 133,748 

Total deferred tax assets 1 16,472 163,194 
DEFERRED TAX LIABILITIES 

Plant-related 1,08 1,637 1,104,769 
Regulatory asset for income taxes 172,082 234.1 17 

Total deferred tax liabilities 1,253,719 1,338,886 
$1.137.247 $1.175,692 Accumulated deferred income taxes - net 

Investment Tax Credit 

Because of a 1994 rate settlement agreement, we accelerated amortization of substantially all 
of our ITCs over a five-year period (1995-1999). 

Income Tax Benefit From Discontinued Operations 

In 1999, the income tax benefit from discontinued operations for $38 million resulted from 
resolution of tax issues related to a former subsidiary, MeraBank, A Federal Savings Bank. 
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5. Lines of Credit 

APS had committed lines of credit with various banks of $250 million at December 3 1,2000 
and $350 million at December 3 1, 1999, which were available either to support the issuance of 
commercial paper or to be used for bank borrowings. The commitment fees at December 3 1,2000 
and 1999 for these lines of credit ranged from 0.09% to 0.125% per annum. APS had no long-term 
bank borrowings at December 3 1,2000 and $50 million outstanding at December 3 1, 1999. 

APS’ commercial paper borrowings outstanding were $82 million at December 3 1,2000 and 
$38 million at December 3 1, 1999. The weighted average interest rate on commercial paper 
borrowings was 6.64% for the year ended December 31,2000 and 5.33% for the year ended 
December 3 1, 1999. By Arizona statute, APS’ short-term borrowings cannot exceed 7% of its total 
capitalization unless approved by the ACC. 

Pinnacle West had a revolving line of credit of $250 million at December 3 1,2000 and 1999. 
The commitment fees were 0.15% in 2000 and 0.10% in 1999. Outstanding amounts at December 3 1, 
2000 were $188 million and at December 3 1, 1999 were $56 million. 

SunCor had revolving lines of credit totalling $120 million at December 3 1 ,  2000 and $100 
million at December 31, 1999. The commitment fees were 0.125% in 2000 and 1999. SunCor had 
$1 10 million outstanding at December 3 1, 2000 and $94 million outstanding at December 3 1, 1999. 

6. Long-Term Debt 

Borrowings under the APS mortgage bond indenture are secured by substantially all utility 
plant; APS also has unsecured debt; SunCor’s debt is collateralized by interests in certain real 
property; Pinnacle West’s debt is unsecured. The following table presents the components of 
consolidated long-term debt outstanding at December 3 1,2000 and December 3 1, 1999: 
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APS 
First mortgage bonds 

Unamortized discount and 
premium 
Pollution control bonds 

Funds held in trust account for 

Collateralized loan 
Unsecured notes 
Unsecured notes 
Unsecured notes 
Floating rate notes 

certain pollution control bonds 

Senior notes (d) 

Debentures 
Bank loans 

Capitalized lease obligation 
Capitalized lease obligation 

SUNCOR 
Revolving credit 
Notes payable 
Bonds payable 

PINNACLE WEST 
Revolving credit 
Senior notes 

Total long-term debt 
Less current maturities 
Total long-term debt less current 
maturities 

(dollars in thousands) 
December 31, 

Maturity Interest 
Dates (a) Rates 

2000 
2002 
2004 
2020 
202 1 
202 1 
2023 
2024 
2025 
2028 
2028 

5.75% 
8.125% 
6.625% 
10.25% 

9.5% 
9% 

7.25% 
8.75% 

8% 
5.5% 

5.875% 

2024-2034 Adjustable 
rate(b) 

2000 5.375%-6.125% 
2004 5.875% 
2005 6.25% 
2005 7.625% 
200 1 Adjustable 

rate(c) 
2006 6.75% 

2025 10% 
2003 Adjustable 

rate(e) 
2000 7.48%(f) 

200 1-2003 7.75% 

2002-2003 (g) 
200 1-2006 (h) 

2039 5.85% 

200 1 (i) 
200 1-2003 (i) 
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$ -- 
125,000 
80,000 

45,140 
72,370 
70,650 

121,668 
33,075 
25,000 

154,000 

-- 

(5,993) 

476,860 

-- 
-- 
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-- 

-- 
-- 
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2,057.174 

1 10,000 
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188,000 
50,000 

238,000 
2,418,552 

463,469 

$1.955,083 
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125,000 
80,000 
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25,000 

154,000 

476,860 

(1,236) 
10,000 

125,000 
100,000 

-- 

250,000 
83,695 

75,000 

50,000 
7,199 

-- 
2,112.1 11 

94,000 
3,404 
5,335 

102,739 

56,000 
50,000 

106,000 
2,320,850 

114,798 

$2,206.052 
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This schedule does not reflect the timing of redemptions that may occur prior to maturity. 
The weighted-average rate for the year ended December 3 1 , 2000 was 4.06% and for 
December 3 1, 1999 was 3.15%. Changes in short-term interest rates would affect the costs 
associated with this debt. 
The weighted-average rate for the year ended December 3 1 , 2000 was 7.33% and for 
December 31, 1999 was 6.8525%. 
APS currently has outstanding $84 million of first mortgage bonds (senior note mortgage 
bonds) issued to the senior note trustee as collateral for the senior notes. The senior note 
mortgage bonds have the same interest rate, interest payment dates, maturity, and redemption 
provisions as the senior notes. APS’ payments of principal, premium, and/or interest on the 
senior notes satisfy its corresponding payment obligations on the senior note mortgage bonds. 
As long as the senior note mortgage bonds secure the senior notes, the senior notes will 
effectively rank equally with the first mortgage bonds. When APS repays all of its first 
mortgage bonds, other than those that secure senior notes, the senior note mortgage bonds 
will no longer secure the senior notes and will cease to be outstanding. 
The weighted-average rate for the year ended December 31,2000 was 6.53% and for 
December 3 1, 1999 was 5.5%. Changes in short-term interest rates would affect the costs 
associated with this debt. At December 3 1,2000, we had no long-term bank borrowings 
outs tanding. 
Represents the present value of future lease payments (discounted at an interest rate of 
7.48%) on a combined cycle plant that was sold and leased back. The capital lease was paid 
off early and the related asset was purchased in December 2000 (See Note 10). 
The weighted-average rate at December 3 1,2000 was 8.6 1 % and at December 3 1, 1999 was 
8.51%. Interest for 2000 and 1999 was based on LIBOR plus 2% or prime plus 0.5%. 
Multiple notes primarily with variable interest rates based mostly on the lenders’ prime plus 
1.75% and lenders’ prime plus .25%. 
The weighted-average rate at December 3 1 , 2000 was 7.5 1 % and at December 3 1, 1999 was 
6.825%. Interest for 2000 was based on LIBOR plus 0.75% and interest for 1999 was based 
on LIBOR plus 0.33%. 
Includes two series of notes: $25 million at 6.62% due 2001, and $25 million at 6.87% due 
2003. 

The following is a list of principal payments due on total long-term debt and sinking fund 
requirements through 2005: 

$463 million in 2001; 
$162 million in 2002; 
$99 million in 2003; 

$400 million in 2005. 
$205 million in 2004; and 

First mortgage bondholders share a lien on substantially all utility plant assets (other than 
nuclear he1 and transportation equipment). The mortgage bond indenture restricts the payment of 
common stock dividends under certain conditions. These conditions did not exist at December 3 1 , 
2000. 
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7. Preferred Stock of APS 

On March 1, 1999, APS redeemed all of its preferred stock. Preferred stock balances of APS 
at December 3 1,2000 and 1999 were zero. Redeemable preferred stock transactions of APS during 
each of the three years in the period ended December 3 1,2000 are as follows: 

(dollars in thousands) 

Balance, December 3 1, 1997 
Retirements 
$10.00 Series U 

Balance, December 3 1, 1998 
Retirements 
$10.00 Series U 

Balance, December 3 1, 1999 

Balance, December 3 1,2000 

8. Common Stock 

Number of 
Shares 

29 1,098 

(197.087) 

94,011 

(94.01 1) 

-- 

Par Value 
Amount 

$ 29,110 

(1 9,709) 

9,40 1 

(9,40 1) 

-- 

$ -- 

Our common stock issued during each of the three years in the period ended December 3 1, 
2000 is as follows: 

(dollars in thousands) 

Number of 
Shares Amount 

Balance, December 3 1, 1997 
Common stock expense 

Balance, December 3 1, 1998 
Common stock expense 

Balance, December 3 1, 1999 
Common stock expense 

84,824,947 $1,553,771 
-- (3.128)(a) 

84,824,947 1,550,643 
-- ( 1 3,194)( a) 

84,824,947 1,537,449 
(4,618) -- 

Balance, December 3 1,2000 84,824.947 $1.532,831 

(a) Including premiums and expenses of preferred stock issues of APS. 
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9. 

Pension Plans 

Retirement Plans and Other Benefits 

Through 1999, Pinnacle West and its subsidiaries each sponsored defined benefit pension 
plans for their own employees. As of January 1 , 2000, these plans were consolidated and now a 
single pension plan is sponsored by Pinnacle West for the employees of Pinnacle West and its 
subsidiaries. A defined benefit plan specifies the amount of benefits a plan participant is to receive 
using information about the participant. The plan covers nearly all of our employees. Our employees 
do not contribute to this plan. Generally, we calculate the benefits under these plans based on age, 
years of service, and pay. We fund the plan by contributing at least the minimum amount required 
under Internal Revenue Service regulations but no more than the maximum tax-deductible amount. 
The assets in the plan at December 3 1,2000 were mostly domestic and international common stocks 
and bonds and real estate. 

Pension expense, including administrative costs, was: 

0 $2 million in 2000; 

$11 million in 1998. 

The following table shows the components of net pension cost before consideration of 

$4 million in 1999; and 

amounts capitalized or billed to others: 

(dollars in thousands) 

Service cost - benefits earned during the period 
Interest cost on projected benefit obligation 
Expected return on plan assets 
Amortization of: 

$24,955 
58,361 

(77,23 1) 

Transition asset (3,227) 
Prior service cost 2,078 

Net actuarial gain (1,633) 
Net periodic pension cost $ 3.303 

1999 

$24,982 
52,905 

(68,3 3 5) 

(3,226) 
2,078 

$ 8.404 
-- 

1998 

$24,817 
5 1,524 

(54,5 13) 

(3,226) 
2,078 

-- 
$20.680 

The following table shows a reconciliation of the funded status of the plans to the amounts 
recognized in the balance sheets: 

69 



PINNACLE WEST CAPITAL CORPORATION 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(dollars in thousands) 

Funded status - pension plan assets more than (less than) 
projected benefit obligation $ (20,730) $ 37,275 

Unrecognized net transition asset (1 6,781) (20,008) 
Unrecognized prior service cost 18,558 20,636 
Unrecognized net actuarial gains (23,816) (101,153) 
Net pension liability recognized in the balance sheets l i l a J 3 a w  

The following table sets forth the defined benefit pension plans’ change in projected benefit 
obligation for the plan years 2000 and 1999: 

(dollars in thousands) 

Projected pension benefit obligation at beginning of year $73 1,305 
Service cost 24,955 24,982 
Interest cost 58,361 52,905 
Benefit payments (30,568) (29,694) 
Actuarial (gains)/losses 540 (36.860) 
Projected pension benefit obligation at end of year lilzzz% $742.638 

$742,638 

The following table sets forth the defined benefit pension plans’ change in the fair value of 
plan assets for the plan years 2000 and 1999: 

(dollars in thousands) 

Fair value of pension plan assets at beginning of year $779,9 13 $690,27 1 

Employer contributions 24,000 25,359 
Benefit payments (30.568) (29,694) 

Actual return on plan assets 1,85 1 93,977 

Fair value of pension plan assets at end of year $775.195 &2222u 

We made the assumptions below to calculate the pension liability: 

Discount rate 
Rate of increase in compensation levels 
Expected long-term rate of return on assets 
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Employee Savings Plan Benefits 

Through 1999, Pinnacle West and its subsidiaries each sponsored defined contribution 
savings plans for their own employees. As of January 1,2000, these plans were consolidated and 
now a single defined contribution savings plan is sponsored by Pinnacle West for the employees of 
Pinnacle West and its subsidiaries. In a defined contribution plan, the benefits a participant will 
receive result from regular contributions they make to a participant account. Under this plan, we 
make matching contributions to participant accounts. We recorded expenses for this plan of 
approximately $4 million for 2000, 1999, and 1998. 

Postretirement Plans 

We provide medical and life insurance benefits to retired employees. Employees must retire 
to become eligible for these retirement benefits, which are based on years of service and age. For the 
medical insurance plans, retirees make contributions to cover a portion of the plan costs. For the life 
insurance plan, retirees do not make contributions to cover a portion of the plan costs. We retain the 
right to change or eliminate these benefits. 

Funding is based upon actuarially determined contributions that take tax consequences into 
account. Plan assets consist primarily of domestic stocks and bonds. The postretirement benefit 
expense was: 

$ 3  million for 2000; 
$ 7  million for 1999; and 
$ 9 million for 1998. 

The following table shows the components of net periodic postretirement benefit costs before 
consideration of amounts capitalized or billed to others: 

(dollars in thousands) 

Service cost - benefits earned during the period $ 8,613 $ 8,939 $ 7,890 
Interest cost on accumulated benefit obligation 19,315 17,366 15,763 

Amortization of: 
Expected return on plan assets (22,381) (1 8,454) (12,001) 

Transition obligation 7,698 7,698 7,698 
Net actuarial gains (7,983) (5.1 17) (2,952) 

Net periodic postretirement benefit cost $ 5.262 $ 10.432 $ 16.398 

The following table shows a reconciliation of the funded status of the plan to the amounts 
recognized in the balance sheets: 
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(dollars in thousands) 
2ooO 1999 

Funded status - postretirement plan assets more than (less 
than) projected benefit obligation $ (14,851) $ 25,549 

Unrecognized net obligation at transition 92,446 100,145 
Unrecognized net actuarial gains (8 1,280) (128,309) 
Net postretirement amount recognized in the balance 

sheets $ (2,615) 

The following table sets forth the postretirement benefit plans’ change in accumulated benefit 
obligation for the plan years 2000 and 1999: 

(dollars in thousands) 
2ooO 1999 

Accumulated postretirement benefit obligation at 
beginning of year $23 1,989 $237,679 

Service cost 8,613 8,939 
Interest cost 19,315 17,366 

Actuarial (gains) losses 12,994 (23,234) 
Accumulated postretirement benefit obligation at end of 

year $264.006 $23 1.989 

Benefit payments (8,905) (8,761) 

The following table sets forth the postretirement benefit plans’ change in the fair value of 
plan assets for the plan years 2000 and 1999: 

(dollars in thousands) 
1999 

Fair value of postretirement plan assets at beginning 
of year $257,538 $213,410 

Actual return on plan assets (4,436) 42,975 
Employer contributions 4,958 9,914 
Benefit payments (8.906) (8,761) 
Fair value of postretirement plan assets at the end of year $257.538 $249,154 

We made the assumptions below to calculate the postretirement liability: 

Discount rate 7.75% 7.75% 
8.77% 8.77% Expected long-term rate of return on assets - after tax 

Initial health care cost trend rate - under age 65 7.00% 7.00% 
6.00% 6.00% Initial health care cost trend rate - age 65 and over 

Ultimate health care cost trend rate (reached in the 
year 2002) 5.00% 5.00% 
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The following table shows the effect of a 1% increase or decrease in the health care cost 
trend rate: 

(dollars in millions) 

1% increase 1% decrease 
Effect on 2000 cost of postretirement benefits 

Effect on the accumulated postretirement benefit 
other than pensions $ 5  $ (4) 

obligation at December 3 1 , 2000 43 (34) 

10. Leases 

In 1986, APS sold about 42% of its share of Palo Verde Unit 2 and certain common facilities 
in three separate sale leaseback transactions. APS accounts for these leases as operating leases. The 
gain of approximately $140 million was deferred and is being amortized to operations expense over 
29.5 years, the original term of the leases. There are options to renew the leases for two additional 
years and to purchase the property for fair market value at the end of the lease terms. Consistent with 
the ratemaking treatment, an amount equal to the annual lease payments is included in rent expense. 
A regulatory asset is recognized for the difference between lease payments and rent expense 
calculated on a straight-line basis. 

The average amounts to be paid for the Palo Verde Unit 2 leases are approximately $49 
million per year for the years 200 1-20 15. 

In accordance with the 1999 Settlement Agreement, APS is continuing to accelerate 
amortization of the regulatory asset for leases over an eight-year period that will end June 30,2004 
(see Note 1). The accelerated amortization is included in depreciation and amortization expense on 
the Statements of Income. The balance of this regulatory asset at December 3 1 , 2000 was $33 
million. 

In December 2000, APS purchased Units 1 , 2, and 3 of West Phoenix Power Plant. These 
units were previously reflected as a capital lease. 

In addition, we lease certain land, buildings, equipment, and miscellaneous other items 
through operating rental agreements with varying terms, provisions, and expiration dates. 

Total lease expense was $58 million in 2000, $52 million in 1999, and $55 million in 1998. 

Estimated future minimum lease commitments, are approximately $67 million for each of the 
years 2001 to 2005 and $663 million thereafter. 

11. Jointly-Owned Facilities 

APS shares ownership of some of its generating and transmission facilities with other 
companies. The following table shows APS’ interest in those jointly-owned facilities at December 
3 1 , 2000. APS’ share of operating and maintaining these facilities is included in the income 
statement in operations and maintenance expense. 
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Generating Facilities: 

Units 1 and 3 

Unit 2 (see Note 10) 

Units 4 and 5 

Units 1, 2, and 3 

Common Facilities (a) 

Palo Verde Nuclear Generating Station 

Palo Verde Nuclear Generating Station 

Four Corners Steam Generating Station 

Navajo Steam Generating Station 

Cholla Steam Generating Station 

Transmission Facilities: 
ANPP 500KV System 
Navajo Southern System 
Palo Verde-Yuma 500KV System 
Four Corners Switchyards 
Phoenix-Mead System 
Palo Verde - Estrella 500KV System 

Percent 
Owned by 
Companv 

29.1% 

17.0% 

15.0% 

14.0% 

62.8 %( b) 

3 5.8%(b) 
3 1.4%(b) 
23.9%(b) 
27.5%(b) 
17.1 %(b) 
50.0%(b) 

Construction 
Plant in Accumulated Work in 
Service Depreciation Prowess 

(dollars in thousands) 

$1,824,480 $8 14,693 $7,4 14 

571,573 265,571 29,593 

152,717 75,797 -- 

23 1,509 99,623 4,899 

73,382 40,023 686 

67,987 22,8 13 -- 
27,290 17,804 55 
9,712 3,844 1 
3,071 1,925 -- 

36,4 18 2,68 1 -- 
-- -- 610 

(a) PacifiCorp owns Cholla Unit 4 and APS operates the unit for them. The common facilities at the 
Cholla Plant are jointly-owned. 

(b) Weighted average of interests. 

12. Commitments and Contingencies 

Litigation 

We are party to various claims, legal actions, and complaints arising in the ordinary course of 
business. In our opinion, the ultimate resolution of these matters will not have a material adverse 
effect on our financial statements. 

Power Service Agreement 

APS is a party to a power service agreement with Citizens Communications Company 
(Citizens) under which APS supplies Citizens with power. By letter dated March 7,2001, Citizens 
advised APS that it believes APS has overcharged Citizens by over $50 million under the agreement 
since the summer of 2000. APS believes that its charges to Citizens under the agreement are fully in 
accordance with the terms of the agreement and APS will vigorously defend any contrary claims 
raised by Citizens. 

Palo Verde Nuclear Generating Station 

Pursuant to the Nuclear Waste Policy Act of 1982 , the DOE must accept and dispose of all 
spent nuclear fuel and other high-level radioactive wastes generated by domestic power reactors. The 
United States Nuclear Regulatory Commission (NRC) requires operators of nuclear power reactors to 
enter into spent fuel disposal contracts with the DOE. Under the Nuclear Waste Policy Act 
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of 1982, the DOE was to develop a permanent repository for the storage and disposal of spent 
nuclear fuel by 1998. The DOE has announced that such a permanent repository cannot be 
completed before 2010, and that it does not intend to begin accepting spent fuel prior to that date. 

In November 1997, the United States Court of Appeals for the District of Columbia Circuit 
(D.C. Circuit) issued a decision precluding the DOE from excusing its own delay, but refused to 
order the DOE to begin accepting spent nuclear fuel. Based on this decision, a number of utilities 
filed damages actions against DOE in the Court of Federal Claims. In decisions that became final in 
December 2000, the United States Court of Appeals for the Federal Circuit held that utilities do not 
have to exhaust the DOE administrative claims before filing lawsuits for damages against the DOE in 
the Court of Federal Claims. 

APS has existing fuel storage pools at Palo Verde and is in the process of completing 
construction of a new facility for on-site dry storage of spent fuel. With the existing storage pools 
and the addition of the new facility, APS believes that spent fuel storage or disposal methods will be 
available for use by Palo Verde to allow its continued operation through the term of the operating 
license for each Palo Verde unit. 

Although some low-level waste has been stored on-site in a low-level waste facility, APS is 
currently shipping low-level waste to off-site facilities. APS currently believes that interim low-level 
waste storage methods are or will be available for use by Palo Verde to allow its continued operation 
and to safely store low-level waste until a permanent disposal facility is available. 

APS currently estimates that it will incur $1 13 million (in 2000 dollars) over the life of Palo 
Verde for its share of the costs related to the on-site interim storage of spent nuclear fuel. As of 
December 3 1,2000, APS had recorded a liability and regulatory asset of $40 million for on-site 
interim nuclear fuel storage costs related to nuclear fuel burned to date. 

The Palo Verde participants have insurance for public liability resulting from nuclear energy 
hazards to the full limit of liability under federal law. This potential liability is covered by primary 
liability insurance provided by commercial insurance carriers in the amount of $200 million and the 
balance by an industry-wide retrospective assessment program. If losses at any nuclear power plant 
covered by the programs exceed the accumulated funds, APS could be assessed retrospective 
premium adjustments. The maximum assessment per reactor under the program for each nuclear 
incident is approximately $88 million, subject to an annual limit of $10 million per incident. Based 
upon our interest in the three Palo Verde units, our maximum potential assessment per incident for all 
three units is approximately $77 million, with an annual payment limitation of approximately $9 
million. 

The Palo Verde participants maintain “all risk” (including nuclear hazards) insurance for 
property damage to, and decontamination of, property at Palo Verde in the aggregate amount of 
$2.75 billion, a substantial portion of which must first be applied to stabilization and 
decontamination. APS has also secured insurance against portions of any increased cost of 
generation or purchased power and business interruption resulting from a sudden and unforeseen 
outage of any of the three units. The insurance coverage discussed in this and the previous paragraph 
is subject to certain policy conditions and exclusions. 
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Fuel and Purchased Power Commitments 

APS is a party to various fuel and purchased power contracts with terms expiring from 2001 
through 202 1 that include required purchase provisions. APS estimates its contract requirements to 
be approximately $277 million in 2001; $145 million in 2002; $90 million in 2003; $83 million in 
2004; and $55 million in 2005. However, this amount may vary significantly pursuant to certain 
provisions in such contracts that permit APS to decrease its required purchases under certain 
circumstances. 

APS must reimburse certain coal providers for amounts incurred for coal mine reclamation. 
APS estimates its share of the total obligation to be about $103 million. The portion of the coal mine 
reclamation obligation related to coal already burned is about $58 million at December 3 1,2000 and 
is included in deferred credits-other in the Balance Sheet. 

A regulatory asset has been established for amounts not yet recovered from ratepayers. In 
accordance with the 1999 Settlement Agreement with the ACC, APS is continuing to accelerate the 
amortization of the regulatory asset for coal mine reclamation over an eight-year period that will end 
June 30,2004. Amortization is included in depreciation and amortization expense on the Statements 
of Income. The balance of the regulatory asset at December 3 1,2000 was about $32 million. 

California Energy Market Issues 

affected because of, among other things, their inability to pass on to ratepayers the prices each has 
paid for energy and ancillary services procured through the PX and the ISO. 

We are closely monitoring developments in the California energy market and the potential 
impact of these developments on us and our subsidiaries. We have evaluated, among other things, 
SCE’s role as a Palo Verde and Four Comers participant; APS’ transactions with the PX and the ISO; 
contractual relationships with SCE and PG&E; APS Energy Services’ retail transactions involving 
SCE and PG&E; and power marketing exposures. Based upon the financial transactions to date, we 
do not believe the foregoing matters will have a material adverse effect on our financial position or 
liquidity. We cannot predict with certainty, however, the impact that any future resolution or 
attempted resolution, of the California energy market situation may have on us or our subsidiaries or 
the regional energy market in general. 

See “Generation Expansion” below for a discussion of Pinnacle West Energy’s agreement to 
purchase SCE’s Palo Verde interest. 

Construction Program 

SCE and PG&E have publicly disclosed that their liquidity has been materially and adversely 

Consolidated capital expenditures in 200 1 are estimated at: 

CAPITAL EXPENDITURES 
(dollars in millions) 

2001 

APS 
Pinnacle West Energy 
SunCor 
Other 

$ 455 
659 
75 
21 

Total $ 1.210 
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Generation Expansion 

Pinnacle West Energy has announced plans to build and acquire up to 2,800 MW of 
generating capacity from 200 1-2006 at an estimated cost of about $1.3 billion. 

Pinnacle West Energy is also considering additional expansion over the next several years, 
which may result in additional expenditures. Pinnacle West Energy’s expenditures are expected to 
be funded through internally generated cash and debt issued directly by Pinnacle West Energy, as 
well as capital infusions from Pinnacle West’s internally generated cash and debt proceeds. 

Pinnacle West Energy is currently planning a 650-megawatt expansion of the West Phoenix 
Power Plant and the construction of a natural gas-fired electric generating station of up to four, 530 
MW units, near Palo Verde, called Redhawk . Construction on the 120 MW West Phoenix Unit 4 
began in June 2000, with commercial operation of the unit expected in the summer of 2001. Pinnacle 
West Energy expects construction to begin on the 530 MW Unit 5 in the fall of 2001, with 
commercial operation beginning in mid-2003. Construction began on the first two units of Redhawk 
in December 2000, and commercial operation is scheduled for the summer of 2002. 

Pinnacle West Energy has entered into an agreement with NPC to purchase NPC’s 72 MW 
gas-fired Harry Allen Power Station about 30 miles northeast of Las Vegas, Nevada, for a net 
purchase price, after adjustments for purchased power commitments, of approximately $65.2 million. 
The purchase is subject to filing with andor approval of various regulatory agencies, including 
FERC and the NPUC. The filing with the NPUC was made in February 2001. NPC will have the 
right, but not the obligation, to purchase the output from the Harry Allen plant at market rates, 
subject to a floor and a cap. As demand grows in the region during the next five years, Pinnacle 
West Energy expects to add a 480 MW gas-fired, combined cycle unit to the site. The Governor of 
Nevada has recently requested that the NPUC reexamine the divestiture of generation. The timing 
and result of any action by the NPUC is not yet known. 

On April 27,2000, Pinnacle West Energy entered into two separate agreements with SCE to 
purchase SCE’s 15.8% ownership interest in Palo Verde and its 48% ownership interest in the Four 
Corners Power Plant. Consistent with the agreements, on January 5,2001, Pinnacle West Energy 
informed SCE that it would not match a competing bid that SCE received for its Four Corners 
ownership interest. Therefore, Pinnacle West Energy will not purchase SCE’s Four Corners interest 
under the April 2000 agreement unless the Palo Verde transaction closes, the competing Four 
Corners transaction does not close, and Pinnacle West Energy acquires the Four Corners interest at 
the original $300 million purchase price as a standby purchaser. SCE did not receive any qualified 
competing bids for its Palo Verde ownership interest, which Pinnacle West Energy agreed to 
purchase for $250 million. However, recently-enacted California legislation provides that “no 
facility for the generation of electricity owned by a public utility may be disposed of prior to January 
1,2006.” Unless this California law is amended, Pinnacle West Energy would not be able to acquire 
SCE’s Palo Verde ownership interest pursuant to the original April 2000 agreement. 

13. Nuclear Decommissioning Costs 

APS recorded $1 1 million for nuclear decommissioning expense in each of the years 2000, 
1999, and 1998. APS estimates it will cost about $1.8 billion ($493 million in 2000 dollars) to 
decommission its share of the three Palo Verde units. The decommissioning costs are expected to be 
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incurred over a 14-year period beginning in 2024. APS charges decommissioning costs to expense 
over each unit’s operating license term and includes them in the accumulated depreciation balance 
until each unit is retired. Nuclear decommissioning costs are recovered in rates. 

APS’ current estimates are based on a 1998 site-specific study for Palo Verde that assumes 
the prompt removal/dismantlement method of decommissioning. An independent consultant prepared 
this study. APS is required to update the study every three years. 

To fund the costs APS expects to incur to decommission the plant, APS established external 
decommissioning trusts in accordance with NRC regulations. The trust accounts are reported in 
investments and other assets on the Consolidated Balance Sheets at their market value of $205 
million at December 3 1,2000 and $176 million at December 3 1, 1999. APS invests the trust funds 
primarily in fixed income securities and domestic stock and classifies them as available for sale. 
Realized and unrealized gains and losses are reflected in accumulated depreciation. 

See Note 2 for a proposed accounting standard on accounting for certain liabilities related to 
closure or removal of long-lived assets. 

14. Selected Quarterly Financial Data (Unaudited) 

Consolidated quarterly financial information for 2000 and 1999 is as follows: 

(dollars in thousands, except per share amounts) 
2000 

QUARTER ENDED March 3 1 June 30 September 30 December 3 1 

Operating revenues 
Electric $ 446,228 $ 720,174 $1,567,960 $ 797,448 
Real estate 41,889 36,374 39,396 40,706 

Operating income (a) $ 96,271 $ 201,153 $ 256,001 $ 122,546 
Net income $ 54,070 $ 89,901 $ 116,049 $ 42,312 

Earnings per average common 
share outstanding 
Net income - basic $ 0.64 $ 1.06 $ 1.37 $ 0.50 
Net income - diluted $ 0.64 $ 1.06 $ 1.37 $ 0.50 

Dividends declared per share $ 0.35 $ 0.35 $ 0.35 $ 0.375 
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(dollars in thousands, except per share amounts) 
1999 

QUARTER ENDED March 31 June 30 September 30 December 3 1 

Operating revenues 
Electric 
Real estate 

Operating income (a) 
Income from continuing 

Operations 
Income tax benefit from 

discontinued operations 
Extraordinary charge - net of 

income tax 
Net income 
Earnings (loss) per average 

common share outstanding 
Continuing operations - basic 
Discontinued operations - 

Extraordinary charge - basic 
Basic 

$ 413,983 
24,533 

$ 91,599 

$ 30,690 

-- 

_ _  

$ 511,434 
32,697 

$ 148,968 

$ 68,702 

-- 

-- 
$ 68.702 

$ 0.81 

-- 
-- 

$ 867,630 
26,640 

$ 240,294 

$ 125,579 

38,000 

(139,885) 
$ 23.694 

$ 1.48 

0.45 
(1.65) 

$ 500,137 
46,299 

$ 97,916 

$ 44,801 

-- 

-- 
$ 44.80 1 

$ 0.53 

-- 
-- 

Net Income - basic $ 0.36 $ 0.81 $ 0.28 $ 0.53 

Continuing operations - diluted $ 0.36 $ 0.81 $ 1.48 $ 0.53 

Diluted -- -- 0.45 -- 
Discontinued operations - 

Extraordinary charge - diluted -- -- (1.65) -- 

Net Income - diluted 0.81 $ 0.28 $ 0.53 

Dividends declared per share (b) $ 0.325 $ 0.65 $ -- $ 0.35 

(a) Electric revenues are seasonal in nature, with the peak sales periods generally occurring 
during the summer months. Comparisons among quarters of a year may not represent overall 
trends and changes in operations. 
Dividends for the quarter ending September 30, 1999 were declared in June 1999. (b) 

15. Fair Value of Financial Instruments 

We believe that the carrying amounts of our cash equivalents and commercial paper are 
reasonable estimates of their fair values at December 3 1 , 2000 and 1999 due to their short maturities. 

We hold investments in debt and equity securities for purposes other than trading. The 
December 3 1,2000 and 1999 fair values of such investments, which we determine by using quoted 
market values, approximate their carrying amount. 
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The carrying value of our long-term debt (excluding a capitalized lease obligation) was $2.42 
billion on December 3 1,2000, with an estimated fair value of $2.48 billion. On December 3 1, 1999, 
the carrying value of our long-term debt (excluding a capitalized lease obligation) was $2.3 1 billion, 
with an estimated fair value of $2.29 billion. The fair value estimates are based on quoted market 
prices of the same or similar issues. 

16. Earnings Per Share 

The following table presents earnings per average common share outstanding (EPS): 

Basic EPS: 
Continuing operations 
Discontinued operations 
Extraordinary charge 

Net income 
Diluted EPS: 

Continuing operations 
Discontinued operations 
Extraordinary charge 

Net income 

$ 3.57 $ 3.18 $ 2.87 
_- 0.45 -- 

$ 3.57 $ 1.98 $ 2.87 
-- (1.65) -- 

$ 3.56 $ 3.17 $ 2.85 
-- 0.45 -- 

$ 3.56 $ 1.97 lL-LZ35 
-- (1.65) -- 

Dilutive stock options increased average common shares outstanding by 202,738 shares in 
2000,291,392 shares in 1999, and 571,728 shares in 1998. Total average common shares outstanding 
for the purposes of calculating diluted earnings per share were 84,935,282 shares in 2000, 85,008,527 
shares in 1999, and 85,345,946 shares in 1998. 

Options to purchase 5 17,614 shares of common stock were outstanding at December 3 1, 
2000 but were not included in the computation of diluted EPS because the options’ exercise price 
was greater than the average market price of the common shares. Options to purchase shares of 
common stock that were not included in the computation of diluted EPS were 506,734 at December 
3 1,1999 and 244,200 at December 3 1, 1998. 

17. Stock-Based Compensation 

Pinnacle West offers two stock incentive plans for our and our subsidiaries’ officers and key 
employees. 

The plan provides for the granting of new options (which may be non-qualified stock options 
or incentive stock options) of up to 3.5 million shares at a price per option not less than the fair 
market value on the date the option is granted. Options vest one-third of the grant per year beginning 
one year after the date the option is granted and expire ten years from the date of the grant. The plan 
also provides for the granting of any combination of shares of restricted stock, stock appreciation 
rights or dividend equivalents. 
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The awards outstanding under the incentive plans at December 3 1,2000 approximate 
1,569,17 1 non-qualified stock options, 193,992 shares of restricted stock, and no incentive stock 
options, stock appreciation rights or dividend equivalents. 

The FASB issued SFAS No. 123, “Accounting for Stock-Based Compensation” which was 
effective beginning in 1996. The statement encourages, but does not require, that a company record 
compensation expense based on the fair value of options granted (the fair value method). We 
continue to recognize expense based on Accounting Principles Board Opinion No. 25, “Accounting 
for Stock Issued to Employees.” 

If we had recorded compensation expense based on the fair value method, our net income and 
earnings per share would have been reduced to the following pro forma amounts: 

(dollars in thousands) 
1999 1998 

Net income 
As reported $ 302,332 $ 167,887 $ 242,892 
Pro forma (fair value method) $ 301,102 $ 166,913 $ 242,177 

As reported $ 3.57 $ 1.98 $ 2.87 
Pro forma (fair value method) $ 3.55 $ 1.97 $ 2.86 

Earnings per share - basic 

In order to present the pro forma information above, we calculated the fair value of each 
fixed stock option in the incentive plans using the Black-Scholes option-pricing model. The fair 
value was calculated based on the date the option was granted. The following weighted-average 
assumptions were also used in order to calculate the fair value of the stock options: 

Risk-free interest rate 
Dividend yield 
Volatility 
Expected life (months) 

5.81% 5.68% 4.54% 
3.48% 3.33% 3.03% 

32.00% 20.50% 18.80% 
60 60 60 

The following table is a summary of the status of our stock option plans as of December 3 1, 
2000, 1999, and 1998 and changes during the years ending on those dates: 
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2000 
Shares 

Outstanding at 
Beginning of year 1,44 1,124 

Granted 45 1,450 
Exercised (283,8 19) 
Forfeited (39.584) 

Outstanding at end 
of year 1,569.171 

Options exercisable 
at year-end 83 1,537 

Weighted average 
fair value of 
options granted 
during the year 

2000 
Weighted 
Average 
Exercise 
pr& 

$33.45 
43.28 
20.90 
39.86 

37.55 

34.37 

11.81 

1999 
Shares 

1,563,512 
458,450 

(516,838) 
(64,000) 

1,441.124 

835.381 

1999 
Weighted 
Average 
Exercise 

$27.95 
35.95 
18.19 
40.36 

33.45 

29.69 

7.05 

1998 
Weighted 
Average 

1998 Exercise 
Shares Price 

1,554,63 1 $24.38 
244,200 46.78 

(217,317) 23.09 
(18,002) 33.42 

1,563,512 27.95 

1,106,165 22.04 

8.15 

0 The following table summarizes information about our stock option plans at December 3 1, - 
2000: 

Exercise 
Prices Per Share 

$10.06 
15.75 
17.68 
18.13 
19.00 
19.56 
22.13 
23.25 
27.16 
27.44 
3 1.44 
34.66 
36.56 
39.75 
41.00 
44.03 
46.78 

$10.06-$46.78 

Options 
Outstanding 

7,000 
10,000 
4,900 

14,000 
58,618 
15,000 
33,250 
14,000 
20,000 
84,9 18 
87,335 

327,113 
5,000 

170,636 
70,000 

43 1,450 
215,95 1 

1,569,171 

Weighted Average 
Remaining 

Contract Life (Years) 

S O  
.90 

1.10 
1 S O  
3.90 
1.90 
3 .OO 
2.50 
9.20 
4.90 
5.90 
8.90 
8.80 
7.00 
8.10 
9.90 
7.90 

Options 
Exercisable 

7,000 
10,000 
4,900 

14,000 
58,618 
15,000 
33,250 
14,000 
5,000 

84,9 18 
87,335 

118,124 
2,083 

170,636 
44,722 
1 1,985 

149,966 
83 1,537 
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18. Business Segments 

We have two principal business segments (determined by products, services and regulatory 
environment) which consist of the transmission and distribution of electricity and wholesale activities 
(delivery business segment) and the generation of electricity (generation business segment). The 
other amounts include activity relating to the parent company and other subsidiaries including APS 
Energy Services, SunCor and El Dorado. Eliminations primarily relate to intersegment sales of 
electricity. Financial data for the business segments is provided as follows: 

Business Segments For Year Ended December 3 1,2000 
(dollars in thousands) 

Generation Delivery Other Eliminations Total 

Operating revenues 
Operating expense 
Operating margin 
Depreciation and 
amortization 

Interest 
Pretax margin 
Income taxes 0 Earnings for common stock 
Total assets 
Capital expenditures 

$ 990,415 
600,389 
390,026 

125,220 
41,808 

222,998 
87,828 

$ 135,170 
$2.606,046 
$ 379,761 

$3,53 1,810 
2,87 1,329 

660,48 1 

263,446 
96,08 1 

300,954 
134.692 

$ 166.262 
$4,068,510 
$ 285.455 

$ 158,365 
138,677 
19,688 

5,744 
11,712 
2,232 
1,332 

$ 900 
$ 474.595 
$ 49,949 

$ (990,415) $3,690,175 
(990.41 5) 2,619,980 

-- 1,070,195 

-- 394,410 
-- 149,601 

526,184 
-- 223,852 

$ -- $ 302.332 
$ -- $7.149,151 
$ -- $ 715.165 

-- 

Business Segments For Year Ended December 31, 1999 
(dollars in thousands) 

Operating revenues 
Operating expense 
Operating margin 
Depreciation and 

Interest and preferred stock 
dividend requirements 
Pretax margin 
Income taxes 
Income tax benefit from 

amortization 

discontinued operations - 
PNW 

Extraordinary charge - net 
of income tax of $94,115 

Earnings for common stock 
Total assets 
Capital expenditures 

Generation 

$ 853,755 
522,925 
330,830 

121,683 

40,753 
168,394 
47,976 

-- 

-- 
$ 120.418 
$2,342.291 
$ 110.798 

Delivery 

$2,292,798 
1,672,169 

620,629 

260,374 

101,855 
258,400 
111,512 

-- 

(139,885) 
$ 7.003 
$3,795,846 
$ 241.469 

83 

Other 

$130,555 
106,876 
23,679 

3,511 

9,125 
1 1,043 
8,577 

38,000 

-- 
$ 40,466 
$470.369 
$126,581 

Eliminations Total 

$(853,755) $2,423,353 
1,448,2 1 5 

_- 975,138 
(8 5 3.75 5) 

_- 385,568 

-- 15 1,733 
-- 437,837 
-- 168,065 

-- 38,000 

-- (139,885) 
$ -- $ 167,887 
$ -- $6.608,506 
$ -- $ 478,848 
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Business Segments For Year Ended December 3 1 , 1998 

Operating revenues 
Operating expense 
Operating margin 
Depreciation and 

Interest and preferred stock 

Pretax margin 
Income taxes 
Earnings for common stock 
Total assets 
Capital expenditures 

amortization 

dividend requirements 

(dollars in thousands) 

Generation 

$ 858,340 
522,696 
3 3 5,644 

135,406 

37.045 
163,193 
49.969 

m 
$2.399.560 u 

Delivery 

$2,006,398 
1,414,753 

59 1,645 

241,168 

108,670 
24 1,807 
109,487 

$ 132.320 
$3.993.740 
$ 241,638 

84 

Other 

$ 124,188 
104,061 
20,127 

3,105 

14,537 
2,485 
5,137 

$ (2.652) 
$43  1.246 
$ 73.133 

Eliminations 

$( 85 8,340) 
(858.340) 

-- 

-- 

-_ 

Total 

$2,130,586 
1,183,170 

947,416 

379,679 

160,252 
407,485 
164,593 

$ 242.892 
$6324,546 
$ 400.538 



PINNACLE WEST CAPITAL CORPORATION 
SCHEDULE I1 - VALUATION AND QUALIFYING ACCOUNTS 

Column A Column B Column c Column D Column E 
Additions 

Description 

Real Estate Valuation Reserves 

Real Estate Valuation Reserves 

Real Estate Valuation Reserves 

Balance at Charged to Charged Balance 
beginning cost and to other at end of 
of period expenses accounts Deductions(a) Period 

(dollars in thousands) 
YEAR ENDED DECEMBER 3 1 , 2000 

YEAR ENDED DECEMBER 3 1 , 1999 

YEAR ENDED DECEMBER 3 1 , 1998 

$ 8,000 $ -- $ -- $ 6,000 $ 2,000 

$ 15,000 $ -- $ -- $ 7,000 $ 8,000 

$ 23,000 $ -- $ -- $ 8,000 $ 15,000 

(a) Represents pro-rata allocations for sale of land. 
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS 
ON ACCOUNTING AND FINANCIAL DISCLOSURE 

None. 

PART111 

ITEM 10. DIRECTORS AND EXECUTIVE 
OFFICERS OF THE REGISTRANT 

Reference is hereby made to “Election of Directors” and to “Other Matters - Section 16(a) 
Beneficial Ownership Reporting Compliance” in the Company’s Proxy Statement relating to the 
Annual Meeting of Shareholders to be held on May 23,2001 (the 2001 Proxy Statement) and to the 
Supplemental Item --- “Executive Officers of the Registrant” in Part I of this report. 

ITEM 11. EXECUTIVE COMPENSATION 

Reference is hereby made to “Directors’ Compensation,’’ “Human Resources Committee 
Report on Executive Compensation,’’ “Stock Performance Comparisons,” “Executive 
Compensation,” “Option Grants, Exercise, and Holdings,” and “Executive Benefit Plans” in the 200 I 
Proxy Statement. 

ITEM 12. SECURITY OWNERSHIP OF 
CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 

Reference is hereby made to “Security Ownership of Certain Beneficial Owners and 
Management” in the 2001 Proxy Statement. 

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 

Reference is hereby made to “Executive Benefit Plans - Employment and Severance 
Arrangements” and “Other Matters -Business Relationship” in the 200 1 Proxy Statement. 
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PART IV 

ITEM 14. EXHIBITS, FINANCIAL STATEMENTS, FINANCIAL STATEMENT 
SCHEDULES, AND REPORTS ON FORM 8-K 

Financial Statements 

See the Index to Consolidated Financial Statements and Financial Statement Schedule in 
Part 11, Item 8. 

Exhibits Filed 

Exhibit No. 

10.1" - 

10.2" - 

10.3" - 

10.4" - 

10.5" - 

10.6" - 

10.7 - 

10.8" - 

12.1 - 

21.1 - 

23.1 - 

Descrivtion 

200 1 Management Variable Incentive Plan (Pinnacle West) 

200 1 Senior Management Variable Incentive Plan (Pinnacle West) 

2001 Officer Variable Incentive Plan (Pinnacle West) 

200 1 Management Variable Incentive Plan (APS) 

200 1 Senior Management Variable Incentive Plan (APS) 

2001 Officers Variable Incentive Plan (APS) 

Four Corners Project Co-Tenancy Agreement Amendment No. 6 

Sixth Amendment to Arizona Public Service Company Deferred Compensation Plan 

Ratio of Earnings to Fixed Charges 

Subsidiaries of the Company 

Consent of Deloitte & Touche LLP 

In addition to those Exhibits shown above, the Company hereby incorporates the following 
Exhibits pursuant to Exchange Act Rule 12b-32 and Regulation §229.10(d) by reference to the filings 
set forth below: 

Exhibit No. Descrivtion Oripinallv Filed as Exhibit: File  NO.^ Date Effective 

3.1 Articles of Incorporation, 19.1 to the Company's 1-8962 11-14-88 
restated as of July 29, 1988 September 1988 Form 10-Q 

Report 
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Exhibit No. Descrivtion 

3.2 

4.1 

4.2 

4.3 

4.4 

4.5 

4.6 

4.7 

4.8 

4.9 

Bylaws, amended as of 
December 15, 1999 

Mortgage and Deed of Trust 
Relating to APS’ First 
Mortgage Bonds, together 
with forty-eight indentures 
supplemental thereto 

Forty-ninth Supplemental 
Indenture 

Fiftieth Supplemental 
Indenture 

Fifty-first Supplemental 
Indenture 

Fifty-second Supplemental 
Indenture 

Fifty-third Supplemental 
Indenture 

Fifty-fourth Supplemental 
Indenture 

Fifty-fifth Supplemental 
Indenture 

Agreement, dated March 2 1, 
1994, relating to the filing of 
instruments defining the 
rights of holders of APS 
long-term debt not in excess 
of 10% of APS’ total assets 

Oriainallv Filed as Exhibit: 

4.1 to the Company’s 
Registration Statement on 
Form S-8 NO. 333-95035 

4.1 to APS’ September 
1992 Form 10-Q Report 

4.1 to APS’ 1992 Form 
10-K Report 

4.2 to APS’ 1993 Form 
10-K Report 

4.1 to APS’ August 1, 1993 
Form 8-K Report 

4.1 to APS’ September 30, 
1993 Form 10-Q Report 

4.5 to APS’ Registration 
Statement No. 33-61228 by 
means of February 23,1994 
Form 8-K Report 

4.1 to APS’ Registration 
Statements Nos. 33-61228, 
33-55473,33-64455 and 
333-15379 by means of 
November 19,1996 Form 
8-K Report 

4.8 to APS’ Registration 
Statement Nos. 33-55473, 
33-64455 and 333-15379 
by means of April 7,1997 
Form 8-K Report 

4.1 to APS’ 1993 Form 
10-K Report 
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File No. 

1-8962 

1-4473 

1-4473 

1-4473 

1-4473 

1-4473 

1-4473 

1-4473 

1-4473 

1-4473 

Date Effective 

1-20-00 

1 1-9-92 

3-30-93 

3-30-94 

9-27-93 

11-15-93 

3-1-94 

1 1-22-96 

4-9-97 

3-30-94 
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Exhibit No. Descrbtion 

4.10 

4.1 1 

4.12 

4.13 

4.14 

4.15 

4.16 

Indenture dated as of January 
1 , 1995 among APS and The 
Bank of New York, as 
Trustee 

First Supplemental Indenture 
dated as of January 1 , 1995 

Indenture dated as of 
November 15,1996 among 
APS and The Bank of New 
York, as Trustee 

First Supplemental Indenture 

Second Supplemental 
Indenture 

Indenture dated as of 
December 1 , 2000 between 
the Company and The Bank 
of New York, as Trustee, 
relating to Senior Debt 
Securities 

Indenture dated as of 
December 1 , 2000 between 
the Company and The Bank 
of New York, as Trustee, 
relating to subordinated Debt 
Securities 

Oriainallv Filed as Exhibit: 

4.6 to APS’ Registration 
Statement Nos. 33-61228 
and 33-55473 by means of 
January 1 , 1995 Form 8-K 
Report 

4.4 to APS’ Registration 
Statement Nos. 33-61228 
and 33-55473 by means of 
January 1 , 1995 Form 8-K 
Report 

4.5 to APS’ Registration 
Statements Nos. 33-61228, 
33-55473,33-64455 and 
333- 15379 by means of 
November 19,1996 Form 
8-K Report 

4.6 to APS’ Registration 
Statements Nos. 33-61228, 
33-55473,33-64455 and 
333-15379 by means of 
November 19,1996 Form 
8-K Report 

4.10 to APS’ Registration 
Statement Nos. 33-55473, 

by means of April 7,1997 
Form 8-K Report 

33-64455 and 333-15379 

4.1 to the Company’s 
Registration Statement No. 
333-53150 

4.2 to the Company’s 
Registration Statement No. 
333-53 150 
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File  NO.^ Date Effective 

1-4473 

1-4473 

1-4473 

1-4473 

1-4473 

1-8962 

1-8962 

1-1 1-95 

1-1 1-95 

1 1-22-96 

1 1-22-96 

4-9-97 

1-25-0 1 

1-25-01 



Exhibit No. Descrivtion 

4.17 

4.18 

4.19 

4.20 

4.21 

4.22 

Specimen Certificate of 
Pinnacle West Capital 
Corporation Common Stock, 
no par value 

Agreement, dated March 29, 
1988, relating to the filing of 
instruments defining the 
rights of holders of long-term 
debt not in excess of 10% of 
the Company’s total assets 

Indenture dated as of January 
15, 1998 among APS and 
Chase Manhattan Bank, as 
Trustee 

First Supplemental Indenture 
dated as of January 15,1998 

Second Supplemental 
Indenture dated as of 
February 15,1999 

Third Supplemental 
Indenture dated as of 
November 1,1999 

Oripinallv Filed as Exhibit: 

4.2 to the Company’s 1988 
Form 10-K Report 

4.1 to the Company’s 1987 
Form IO-K Report 

4.10 to APS’ Registration 
The Statement Nos. 
333-15379 and 333-27551 
by means of January 13, 
1998 Form 8-K Report 

4.3 to APS’ Registration 
Statement Nos. 333-15379 
and 333-27551 by means of 
January 13,1998 Form 8-K 
Report 

4.3 to APS’ Registration 
Statement Nos. 333-27551 
and 333-58445 by means of 
February 18,1999 Form 8- 
K Report 

4.5 to APS’ Registration 
Statement No. 333-58445 
by means of November 2, 
1999 Form 8-K Report 
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File No. 

1-8962 

1-8962 

1-4473 

1-4473 

1-4473 

1-4473 

Date Effective a 
3-3 1-89 

3 -3 0-8 8 

1 - 16-98 

1 - 16-98 

2-22-99 

1 1-5-99 



Exhibit No. Description Orizinallv Filed as Exhibit: 

4.23 

10.9 

10.10 

10.11 

10.12 

10.13 

Amended and Restated 
Rights Agreement, dated as 
of March 26,1999, between Report 
Pinnacle West Capital 
Corporation and BankBoston, 
N.A., as Rights Agent, 
including (i) as Exhibit A 
thereto the form of Amended 
Certificate of Designation of 
Series A Participating 
Preferred Stock of Pinnacle 
West Capital Corporation, (ii) 
as Exhibit B thereto the form 
of Rights Certificate and (iii) 
as Exhibit C thereto the 
Summary of Right to 
Purchase Preferred Shares 

4.1 to the Company’s 
March 22, 1999 Form 8-K 

Two separate 
Decommissioning Trust 
Agreements (relating to 
PVNGS Units 1 and 3, 
respectively), each dated July 
1,1991, between APS and 
Mellon Bank, N.A., as 
Decommissioning Trustee 

10.2 to APS’ September 
1991 Form 10-Q Report 

Amendment No. 1 to 
Decommissioning Trust 10- K Report 
Agreement (PVNGS Unit l), 
dated as of December 1,1994 

10.1 to APS’ 1994 Form 

Amendment No. 1 to 
Decommissioning Trust 10-K Report 
Agreement (PVNGS Unit 3), 
dated as of December 1, 1994 

10.2 to APS’ 1994 Form 

Amendment No. 2 to APS 
Decommissioning Trust 10-K Report 
Agreement (PVNGS Unit 1) 
dated as of July 1, 199 1 

10.4 to APS’ 1996 Form 

Amendment No. 2 to APS 
Decommissioning Trust 10-K Report 
Agreement (PVNGS Unit 3) 
dated as of July 1, 199 1 

10.6 to APS’ 1996 Form 
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File No. Date Effective 

1-8962 

1-4473 

1-4473 

1-4473 

1-4473 

1-4473 

4- 19-99 

11-14-91 

3-30-95 

3-30-95 

3-28-97 

3-28-97 



Exhibit No. Descrivtion 

10.14 

10.15 

10.16 

10.17 

10.18 

Amended and Restated 
Decommissioning Trust 
Agreement (PVNGS Unit 2) 
dated as of January 3 1,1992, 
among APS, Mellon Bank, 
N.A., as Decommissioning 
Trustee, and State Street 
Bank and Trust Company, as 
successor to The First 
National Bank of Boston, as 
Owner Trustee under two 
separate Trust Agreements, 
each with a separate Equity 
Participant, and as Lessor 
under two separate Facility 
Leases, each relating to an 
undivided interest in PVNGS 
Unit 2 

First Amendment to 
Amended and Restated 
Decommissioning Trust 
Agreement (PVNGS Unit 2), 
dated as of November 1 , 
1992 

Amendment No. 2 to 
Amended and Restated 
Decommissioning Trust 
Agreement (PVNGS Unit 2), 
dated as of November 1, 
1994 

Amendment No. 3 to 
Amended and Restated 
Decommissioning Trust 
Agreement (PVNGS Unit 2), 
dated as of November 1, 
1994 

Amendment No. 4 to 
Amended and Restated 
Decommissioning Trust 
Agreement (PVNGS Unit 2) 
dated as of January 3 1 , 1992 

Oriainallv Filed as Exhibit: 

10.1 to the Company’s 
1991 Form 10-K Report 

10.2 to APS’ 1992 Form 
10-K Report 

10.2 to APS’ 1994 Form 
10-K Report 

10.1 to APS’ June 1996 
Form 10-Q Report 

APS 10.5 to APS’ 1996 
Form 10-K Report 

e File No. Date Effective 

1-8962 

1-4473 

1-4473 

1-4473 

1-4473 

3-26-92 

3-30-93 

3-30-95 

8-9-96 

3-28-97 

92 



Exhibit No. Description Oriainallv Filed as Exhibit: 

10.19 

10.20 

10.2 1 

10.22 

10.23 

10.24 

Asset Purchase and Power 
Exchange Agreement dated 
September 2 1,1990 between 
APS and PacifiCorp, as 
amended as of October 1 1, 
1990 and as of July 18,1991 

Long-Term Power 
Transaction Agreement dated 
September 2 1,1990 between 
APS and PacifiCorp, as 
amended as of October 11, 
1990, and as of July 8, 1991 

Amendment No. 1 dated 
April 5,1995 to the 
Long-Term Power 
Transaction Agreement and 
Asset Purchase and Power 
Exchange Agreement 
between PacifiCorp and APS 

Restated Transmission 
Agreement between 
PacifiCorp and APS dated 
April 5, 1995 

Contract among PacifiCorp, 
APS and United States 
Department of Energy 
Western Area Power 
Administration, Salt Lake 
Area Integrated Projects for 
Firm Transmission Service 
dated May 5,1995 

Reciprocal Transmission 
Service Agreement between 
APS and PacifiCorp dated as 
of March 2,1994 

10.1 to APS’ June 1991 
Form 10-Q Report 

10.2 to APS’ June 1991 
Form 10-Q Report 

10.3 to APS’ 1995 Form 
10-K Report 

10.4 to APS’ 1995 Form 
10-K Report 

10.5 to APS’ 1995 Form 
IO-K Report 

10.6 to APS’ 1995 Form 
10-K Report 

File No. 

1-4473 

1-4473 

1-4473 

1-4473 

1-4473 

1-4473 

Date Effective 

8-8-91 

8-8-9 1 

3-29-96 

3-29-96 

3-29-96 

3-29-96 
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Exhibit No. Description Oriainallv Filed as Exhibit: 

10.25 

10.26 

10.27 

10.28 

10.29 

10.30 

10.31 

10.32 

Contract, dated July 2 1, 1984, 
with DOE providing for the 
disposal of nuclear he1 
and/or high -level 
radioactive waste, ANPP 

Indenture of Lease with 
Navajo Tribe of Indians, Four 
Corners Plant 

Supplemental and Additional 
Indenture of Lease, including 
amendments and supplements 
to original lease with Navajo 
Tribe of Indians, Four 
Corners Plant 

Amendment and Supplement 
No. 1 to Supplemental and 
Additional Indenture of 
Lease Four Comers, dated 
April 25, 1985 

Application and Grant of 
multi-party rights-of-way and 
easements, Four Corners 
Plant Site 

Application and Amendment 
No. 1 to Grant of multi-party 
rights-of-way and easements, 
Four Corners Power Plant 
Site dated April 25, 1985 

Application and Grant of 
Arizona Public Service 
Company rights- of-way and 
easements, Four Corners 
Plant Site 

Application and Amendment 
No. 1 to Grant of Arizona 
Public Service Company 
rights-of-way and easements, 
Four Corners Power Plant 
Site dated April 25, 1985 

10.3 1 to the Company’s 
Form S- 14 Registration 
Statement 

5.01 to APS’ Form S-7 
Registration Statement 

5.02 to APS’ Form S-7 
Registration Statement 

10.36 to the Company’s 
Registration Statement on 
Form 8-BReport 

5.04 to APS’ Form S-7 
Registration Statement 

10.37 to the Company’s 
Registration Statement on 
Form 8-B 

5.05 to APS’ Form S-7 
Registration Statement 

10.38 to the Company’s 
Registration Statement on 
Form 8-B 

94 

File No. Date Effective 

2-96386 

2-59644 

2-59644 

1-8962 

2-59644 

1-8962 

2-59644 

1-8962 

3-13-85 

9- 1-77 

9- 1-77 

7-25-85 

9- 1-77 

7-25-85 

9- 1-77 

7-25-85 



Exhibit No. Description Oriainallv Filed as Exhibit: 

10.33 

10.34 

10.35 

10.36 

Indenture of Lease, Navajo 
Units 1,2, and 3 

Application of Grant of 
rights-of-way and easements, 
Navajo Plant 

Water Service Contract 
Assignment with the United 
States Department of Interior, 
Bureau of Reclamation, 
Navajo Plant 

Arizona Nuclear Power 
Project Participation 
Agreement, dated August 23, 
1973, among APS Salt River 
Project Agricultural 
Improvement and Power 
District, Southern California 
Edison Company, Public 
Service Company of New 
Mexico, El Paso Electric 
Company, Southern 
California Public Power 
Authority, and Department of 
Water and Power of the City 
of Los Angeles, and 
amendments 1 - 12 thereto 

5(g) to APS’ Form S-7 
Registration Statement 

5(h) to APS Form S-7 
Registration Statement 

5(1) to APS’ Form S-7 
Registration Statement 

10. 1 to APS’ 1988 Form 
10-K 

File No. Date Effective 

2-36505 3-23-70 

2-36505 3-23-70 

2-394442 3-16-71 

1-4473 3-8-89 
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Exhibit No. Description Oriainallv Filed as Exhibit: File  NO.^ Date Effective 

10.37 Amendment No. 13, dated as 
of April 22,199 1, to Arizona 
Nuclear Power Project 
Participation Agreement, 
dated August 23, 1973, 
among APS, Salt River 
Project Agricultural 
Improvement and Power 
District, Southern California 
Edison Company, Public 
Service Company of New 
Mexico, El Paso Electric 
Company, Southern 
California Public Power 
Authority, and Department of 
Water and Power of the City 
of Los Angeles 

10.38 Amendment No. 14 to 
Arizona Nuclear Power 
Project Participation 
Agreement, dated August 23, 
1973, among APS, Salt River 
Project Agricultural 
Improvement and Power 
District, Southern California 
Edison Company, Public 
Service Company of New 
Mexico, El Paso Electric 
Company, Southern 
California Public Power 
Authority, and Department of 
Water and Power of the City 
of Los Angeles 

10.39' Facility Lease, dated as of 
August 1,1986, between 
State Street Bank and Trust 
Company, as successor to 
The First National Bank of 
Boston, in its capacity as 
Owner Trustee, as Lessor, 
and A P S ,  as Lessee 

10.1 to APS' March 1991 1-4473 5- 15-9 1 
Form 10-Q 

99.1 to the Company's June 1-8962 8- 14-00 
2000 Form 10-Q Report 

4.3 to APS' Form S-3 33-9480 10-24-86 
Registration Statement 
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Exhibit No. Description Originallv Filed as Exhibit: File  NO.^ Date Effective 

10.40' 

10.41 

10.42 

10.43 

Amendment No. 1 , dated as 
ofNovember 1,1986, to 
Facility Lease, dated as of 
August 1, 1986, between 
State Street Bank and Trust 
Company, as successor to 
The First National Bank of 
Boston, in its capacity as 
Owner Trustee, as Lessor, 
and APS, as Lessee 

Amendment No. 2 dated as of 
June 1 , 1987 to Facility Lease 
dated as of August 1,1986 
between State Street Bank 
and Trust Company, as 
successor to The First 
National Bank of Boston, as 
Lessor, and APS, as Lessee 

Amendment No. 3, dated as 
of March 17, 1993, to Facility 
Lease, dated as of August 1 , 
1986, between State Street 
Bank and Trust Company, as 
successor to The First 
National Bank of Boston, as 
Lessor, and APS, as Lessee 

10.5 to A P S '  September 
1986 Form 10-Q Report by 
means of Amendment No. 
on December 3,1986 Form 
8 

10.3 to APS' 1988 Form 
10-K Report 

10.3 to A P S '  1992 Form 
10-K Report 

1-4473 

1-4473 

1-4473 

Facility Lease, dated as of 
December 15,1986, between 
State Street Bank and Trust 
Company, as successor to 
The First National Bank of 
Boston, in its capacity as 
Owner Trustee, as Lessor, 
and APS, as Lessee 

10.1 to APS' November 18 
1986 Form 8-K Report 

1-4473 
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12-4-86 

3-8-89 

3-30-93 

1-20-87 



Exhibit No. Description OriEinallv Filed as Exhibit: 

10.44 

10.45 

10.46" 

10.47" 

10.48" 

Amendment No. 1, dated as 
of August 1, 1987, to Facility 
Lease, dated as of December 

Street Bank and Trust Report 
Company, as successor to 
The First National Bank of 
Boston, as Lessor, and APS, 
as Lessee 

4.13 to APS' Form S-3 
Registration Statement No. 
33-9480 by means of 

15, 1986, between State August 1, 1987 Form 8-K 

Amendment No. 2, dated as 
of March 17, 1993, to Facility 
Lease, dated as of December 
15, 1986, between State 
Street Bank and Trust 
Company, as successor to 
The First National Bank of 
Boston, as Lessor, and APS, 
as Lessee 

10.4 to APS' 1992 Form 
10-K Report 

Pinnacle West Capital 
Corporation Supplemental 
Excess Benefit Retirement 
Plan, as amended and 
restated, dated December 7, 
1999 

10.13 to the Company's 
1999 Form 10-K Report 

Trust for the Pinnacle West 
Capital Corporation, Arizona 
Public Service Company and 
SunCor Development 
Company Deferred 
Compensation Plans dated 
August 1, 1996 

10.14 to the Company's 
1999 Form 10-K Report 

First Amendment dated 
December 7, 1999 to the 
Trust for the Pinnacle West 
Capital Corporation, Arizona 
Public Service Company and 
SunCor Development 
Company Deferred 
Compensation Plans 

10.15 to the Company's 
1999 Form IO-K Report 

File No. 

1-4473 

1-4473 

1-8962 

1-8962 

1-8962 

Date Effective 

8-24-87 

3-30-93 

3-30-00 

3-30-00 

3-30-00 
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Exhibit No. Description Oriainallv Filed as Exhibit: 

10.49" 

10.50 " 

10.51 " 

10.52 " 

10.53" 

10.54" 

10.55" 

Directors' Deferred 
Compensation Plan, as 
restated, effective January 1, 
1986 

Second Amendment to the 
Arizona Public Service 
Company Deferred 
Compensation Plan, effective 
as of January 1, 1993 

Third Amendment to the 
Arizona Public Service 
Company Directors' Deferred 
Compensation Plan, effective 
as of May 1, 1993 

Fourth Amendment dated 
December 28, 1999 to the 
Arizona Public Service 
Company Directors Deferred 
Compensation Plan 

Arizona Public Service 
Company Deferred 
Compensation Plan, as 
restated, effective January 1, 
1984, and the second and 
third amendments thereto, 
dated December 22,1986, 
and December 23, 1987 
respectively 

Third Amendment to the 
Arizona Public Service 
Company Deferred 
Compensation Plan, effective 
as of January 1, 1993 

Fourth Amendment to the 
Arizona Public Service 
Company Deferred 
Compensation Plan effective 
as of May 1,1993 

10.1 to APS' June 1986 
Form 10-Q Report 

10.2 to APS' 1993 Form 
10-K Report 

10.1 to APS' September 
1994 Form 10-Q 

10.8 to the Company's 
1999 Form IO-K Report 

10.4 to APS' 1988 Form 
10-K Report 

10.3 to APS' 1993 Form 
10-K Report 

10.2 to APS' September 
1994 Form 10-Q Report 

File NO. Date Effective 

1-4473 

1-4473 

1-4473 

1-8962 

1-4473 

1-4473 

1-4473 

8- 13-86 

3-30-94 

11-10-94 

3-30-00 

3-8-89 

3-30-94 

11-10-94 
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Exhibit No. Description Oriainallv Filed as Exhibit: 

10.56" 

10.57" 

10.58" 

10.59" 

10.60" 

10.61" 

Fifih Amendment to the 
Arizona Public Service 10-K Report 
Company Deferred 
Compensation Plan 

10.3 to APS' 1996 Form 

First Amendment effective as 
of January 1, 1999, to the 
Pinnacle West Capital 
Corporation, Arizona Public 
Service Company, SunCor 
Development Company and 
El Dorado Investment 
Company Deferred 
Compensation Plan 

10.7 to the Company's 
1999 Form 10-K Report 

Second Amendment effective 
January 1,2000 to the 
Pinnacle West Capital 
Corporation, Arizona Public 
Service Company, SunCor 
Development Company and 
El Dorado Investment 
Company Deferred 
Compensation Plan 

10.10 to the Company's 
1999 Form 10-K Report 

Pinnacle West Capital 
Corporation, Arizona Public 10-K Report 
Service Company, SunCor 
Development Company and 
El Dorado Investment 
Company Deferred 
Compensation Plan as 
amended and restated 
effective January 1, 1996 

10.10 to APS' 1995 Form 

Pinnacle West Capital Corp- 
oration and Arizona Public 
Service Company Directors' 
Retirement Plan, effective as 
of January 1 , 1995 

10.7 to APS' 1994 Form 
10-K Report 

Letter Agreement dated July 
28, 1995 between Arizona 
Public Service Company and 
Armando B. Flores 

10.16 to the Company's 
1999 Form 10-K Report 
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File No. Date Effective a 
1-4473 

1-8962 

1-8962 

1-4473 

1-4473 

1-8962 

3-28-97 

3-30-00 

3-30-00 

3-29-96 

3-30-95 

3-30-00 



Exhibit No. Descrivtion 

10.62" 

10.63" 

10.64" 

10.65 " 

10.66 " 

10.67" 

10.68"d 

10.69" 

10.70" 

Letter Agreement dated 
October 3,1997 between 
Arizona Public Service 
Company and James M. 
Levine 

Letter Agreement dated as o 
January 1,1996 between 
APS and Robert G. Matlock 
& Associates, Inc. for 
consulting services 

Letter Agreement dated 
December 2 1, 1993, between 
APS and William L. Stewart 

Letter Agreement dated 
August 16,1996 between 
APS and William L. Stewart 

Letter Agreement between 
APS and William L. Stewart 

Letter Agreement dated 
December 13,1999 between 
APS and William L. Stewart 

Key Executive Employment 10.1 to June 1999 Form 10- 1-8962 
and Severance Agreement Q Report 
between Pinnacle West and 
certain executive officers of 
Pinnacle West and its 
subsidiaries 

Pinnacle West Capital 10.1 to APS' 1992 Form 1-4473 
Corporation Stock Option 10-K Report 
and Incentive Plan 

First Amendment dated 10.1 1 to the Company's 1-8962 
December 7,1999 to the 
Pinnacle West Capital 
Corporation Stock Option 
and Incentive Plan 

1999 Form 10-K Report 

Oriainallv Filed as Exhibit: 

10.17 to the Company's 
1999 Form 10-K Report 

10.8 to APS' 1995 Form 
10-K Report 

10.7 to APS' 1994 Form 
10-K Report 

10.8 to APS' 1996 Form 
10-K Report 

10.2 to APS' September 
1997 Form 10-Q Report 

File No. 

1-8962 

1-4473 

1-4473 

1-4473 

1-4473 
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Date Effective 

3-30-00 

3-29-96 

3-30-96 

3-28-97 

11-12-97 

8- 16-99 

3-30-93 

3-30-00 



Exhibit No. DescriDtion 

10.71 " 

10.72" 

10.73 " 

10.74" 

10.75 " 

10.76 

Pinnacle West Capital 
Corporation 1994 Long- 
Term Incentive Plan, 
effective as of March 23, 
1994 

First Amendment dated 
December 7, 1999 to the 
Pinnacle West Capital 
Corporation 1994 Long- 
Term Incentive Plan 

Pinnacle West Capital 
Corporation Director Equity 
Participation Plan 

Pinnacle West Capital 
Corporation 2000 Director 
Equity Plan 

Pinnacle West Capital 
Corporation and Arizona 
Public Service Company 
Directors' Retirement Plan, 
as amended and restated on 
June 21,2000 

Agreement No. 13904 
(Option and Purchase of 
Effluent) with Cities of 
Phoenix, Glendale, Mesa, 
Scottsdale, Tempe, Town of 
Youngtown, and Salt River 
Project Agricultural 
Improvement and Power 
District, dated April 23, 1973 

Oriainallv Filed as Exhibit: 

A to the Proxy Statement 
for the Plan Report for the 
Company's 1994 Annual 
Meeting of Shareholders 

10.12 to the Company's 
1999 Form 10-K Report 

B to the Proxy Statement 
for the Plan Report for the 
Company's 1994 Annual 
Meeting of Shareholders 

99.1 to the Company's 
Registration Statement on 
Form S-8 (NO. 333-40796) 

99.2 to the Company's 
Registration Statement on 
Form S-8 (NO. 333-40796) 

10.3 to APS' 1991 Form 
10-K Report 
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File No. 

1-8962 

1-8962 

1-8962 

1-8962 

1-8962 

1-4473 

Date Effective e 
4- 16-94 

3-30-00 

4- 16-94 

7-3-00 

7-3-00 

3- 19-92 



Exhibit No. Description Oripirtallv Filed as Exhibit: 

10.77 

10.78 a 

10.79 

10.80 

10.81 

10.82 

99.1 

99.2 

Agreement for the Sale and 
purchase of Wastewater 
Effluent with City of 
Tolleson and Salt River 
Agricultural Improvement 
and Power District, dated 
June 12, 1 9 8 1, including 
Amendment No. 1 dated as 
ofNovember 12,1981 and 
Amendment No. 2 dated as of 
June 4,1986 

APS Director Equity Plan 

Territorial Agreement 
between the Company and 
Salt River Project 

Power Coordination 
Agreement between the 
Company and Salt River 
Project 

Memorandum of Agreement 
between the Company and 
Salt River Project 

Addendum to Memorandum 
of Agreement between APS 
and Salt River Project dated 
as of May 19,1998 

Collateral Trust Indenture 
among PVNGS I1 Funding 
Corp., Inc., APS and 
Chemical Bank, as Trustee 

Supplemental Indenture to 
Collateral Trust Indenture 
among PVNGS I1 Funding 
Corp., Inc., APS and 
Chemical Bank, as Trustee 

10.4 to APS’ 199 1 Form 
LO-K Report 

10.1 to September 1997 
Form 10-Q Report 

10.1 to APS’ March 1998 
Form 10-Q Report 

10.2 to APS’ March 1998 
Form 10-Q Report 

10.3 to APS’ March 1998 
Form 10-Q Report 

File No. 

1-4473 

1-4473 

1-4473 

1-4473 

1-4473 

10.2 to APS’ May 19, 1998 
Form 8-K Report 

1-4473 

4.2 to APS’ 1992 Form 10 1-4473 
K Report 

4.3 to APS’ 1992 Form 10 1-4473 
K Report 
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Date Effective 

3- 19-92 

11-12-97 

5-15-98 

5-15-98 

5-15-98 

6-26-98 

3-30-93 

3-30-93 



0 Exhibit No. Descriution Oriainallv Filed as Exhibit: File No. Date Effective 

99.3" Participation Agreement, 28.1 to APS' September 1-4473 1 1-9-92 
dated as of August 1 , 1986, 
among PVNGS Funding 
Corp., Inc., Bank of America 
National Trust and Savings 
Association, State Street 
Bank and Trust Company, as 
successor to The First 
National Bank of Boston, in 
its individual capacity and as 
Owner Trustee, Chemical 
Bank, in its individual 
capacity and as Indenture 
Trustee, APS, and the Equity 
Participant named therein 

1992 Form 10-Q Report 

99.4" Amendment No. 1 dated as of 10.8 to APS' September 1-4473 12-4-86 
November 1, 1986, to 
Participation Agreement, 
dated as of August 1,  1986, 
among PVNGS Funding Form 8 
Corp., Inc., Bank of America 
National Trust and Savings 
Association, State Street 
Bank and Trust Company, as 
successor to The First 
National Bank of Boston, in 
its individual capacity and as 
Owner Trustee, Chemical 
Bank, in its individual 
capacity and as Indenture 
Trustee, APS, and the Equity 
Participant named therein 

1986 Form 10-Q Report by 
means of Amendment No. 
1,  on December 3, 1986 
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Exhibit No. Description Orizinallv Filed as Exhibit: File  NO.^ Date Effective 

99.5" Amendment No. 2, dated as 
of March 17,1993, to 
Participation Agreement, 
dated as of August 1 1986, 
among PVNGS Funding 
Corp., Inc., PVNGS I1 
Funding Corp., Inc., State 
Street Bank and Trust 
Company, as successor to 
The First National Bank of 
Boston, in its individual 
capacity and as Owner 
Trustee, Chemical Bank, in 
its individual capacity and as 
Indenture Trustee, APS, and 
the Equity Participant named 
therein 

99.6" Trust Indenture, Mortgage, 
Security Agreement and 
Assignment of Facility Lease, 
dated as of August 1 , 1986, 
between State Street Bank 
and Trust Company, as 
successor to The First 
National Bank of Boston, as 
Owner Trustee, and Chemical 
Bank, as Indenture Trustee 

99.7" Supplemental Indenture No. 
1 , dated as of November 1 , 
1986 to Trust Indenture, 
Mortgage, Security 
Agreement and Assignment 
of Facility Lease, dated as of 
August 1,1986, between 
State Street Bank and Trust 
Company, as successor to 
The First National Bank of 
Boston, as Owner Trustee, 
and Chemical Bank, as 
Indenture Trustee 

28.4 to APS' 1992 Form 1-4473 3-30-93 
10-K Report 

4.5 to APS' Form S-3 33-9480 10-24-86 
Registration Statement 

10.6 to APS' September 1-4473 12-4-86 
1986 Form 10-Q Report by 
means of Amendment No. 
1 on December 3,1986 
Form 8 
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Exhibit No. Description Oriainallv Filed as Exhibit: 

99.8' 

99.9" 

99.10' 

99.1 1' 

Supplemental Indenture No. 
2 to Trust Indenture, 
Mortgage, Security 
Agreement and Assignment 
of Facility Lease, dated as of 
August 1,1986, between 
State Street Bank and Trust 
Company, as successor to 
The First National Bank of 
Boston, as Owner Trustee, 
and Chemical Bank, as 
Lease Indenture Trustee 

28.14 to APS' 1992 Form 
10-K Report 

Assignment, Assumption and 
Further Agreement, dated as 
of August 1, 1986, between 
APS and State Street Bank 
and Trust Company, as 
successor to The First 
National Bank of Boston, as 
Owner Trustee 

28.3 to APS' Form S-3 
Registration Statement 

Amendment No. 1, dated as 
of November 1, 1986, to 
Assignment, Assumption and 
Further Agreement, dated as 
of August 1, 1986, between 
APS and State Street Bank 
and Trust Company, as 
successor to The First 
National Bank of Boston, as 
Owner Trustee 

10.10 to APS' September 
1986 Form 10-Q Report by 
means of Amendment No. 
1 on December 3, 1986 
Form 8 

Amendment No. 2, dated as 
of March 17, 1993, to 
Assignment, Assumption and 
Further Agreement, dated as 
of August 1,1986, between 
APS and State Street Bank 
and Trust Company, as 
successor to The First 
National Bank of Boston, as 
Owner Trustee 

28.6 to APS' 1992 Form 
10-K Report 

File No. Date Effective 

1-4473 

3 3 -9480 

1-4473 

1-4473 

3-30-93 

10-24-86 

12-4-86 

3-30-93 
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Exhibit No. Description Orizinallv Filed as Exhibit: File  NO.^ Date Effective 

99.12 Participation Agreement, 28.2 to APS’ September 1-4473 1 1-9-92 
dated as of December 15, 
1986, among PVNGS 
Funding Report Corp., Inc., 
State Street Bank and Trust 
Company, as successor to 
The First National Bank of 
Boston, in its individual 
capacity and as Owner 
Trustee, Chemical Bank, in 
its individual capacity and as 
Indenture Trustee under a 
Trust Indenture, APS, and the 
Owner Participant named 
therein 

1992 Form 10-Q Report 

99.13 Amendment No. 1, dated as 28.20 to APS’ Form S-3 1-4473 8-10-87 
of August 1,1987, to 
Participation Agreement, 
dated as of December 15, 
1986, among PVNGS 8-K Report 
Funding Corp., Inc. as 
Funding Corporation, State 
Street Bank and Trust 
Company, as successor to 
The First National Bank of 
Boston, as Owner Trustee, 
Chemical Bank, as Indenture 
Trustee, APS, and the Owner 
Participant named therein 

Registration Statement No. 
33-9480 by means of a 
November 6, 1986 Form 
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Exhibit No. Description Originallv Filed as Exhibit: File  NO.^ Date Effective a 
99.14 Amendment No. 2, dated as 

of March 17, 1993, to 
Participation Agreement, 
dated as of December 15, 
1986, among PVNGS 
Funding Corp., Inc., PVNGS 
I1 Funding Corp., Inc., State 
Street Bank and Trust 
Company, as successor to 
The First National Bank of 
Boston, in its individual 
capacity and as Owner 
Trustee, Chemical Bank, in 
its individual capacity and as 
Indenture Trustee, APS, and 
the Owner Participant named 
therein 

99.15 Trust Indenture, Mortgage 
Security Agreement and 
Assignment of Facility Lease, 
dated as of December 15, 
1986, between State Street 
Bank and Trust Company, as 
successor to The First 
National Bank of Boston, as 
Owner Trustee, and Chemical 
Bank, as Indenture Trustee 

99.16 Supplemental Indenture No. 
1, dated as of August 1, 1987, 
to Trust Indenture, Mortgage, 
Security Agreement and 
Assignment of Facility Lease, 
dated as of December 15, 
1986, between State Street 
Bank and Trust Company, as 
successor to The First 
National Bank of Boston, as 
Owner Trustee, and Chemical 
Bank, as Indenture Trustee 

28.5 to APS’ 1992 Form 1-4473 3-30-93 
10-K Report 

10.2 to APS’ November 18, 1-4473 1-20-87 
1986 Form 10-K Report 

4.13 to APS’ Form S-3 1-4473 8-24-87 
Registration Statement No. 
33-9480 by means of 

Report 
August 1, 1987 Form 8-K 
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Exhibit No. Descrivtion Oripinallv Filed as Exhibit: File No. Date Effective 

99.17 

99.18 

99.19 

99.20’ 

99.21 

99.22 

Supplemental Indenture No. 
2 to Trust Indenture 
Mortgage, Security 
Agreement and Assignment 
of Facility Lease, dated as of 
December 15, 1986, between 
State Street Bank and Trust 
Company, as successor to 
The First National Bank of 
Boston, as Owner Trustee, 
and Chemical Bank, as 
Lease Indenture Trustee 

4.5 to APS’ 1992 Form 
10-K Report 

1-4473 

Assignment, Assumption and 10.5 to APS’ November 18, 1-4473 
Further Agreement, dated as 
of December 15,1986, 
between APS and State Street 
Bank and Trust Company, as 
successor to The First 
National Bank of Boston, as 
Owner Trustee 

1986 Form 8-K Report 

Amendment No. 1, dated as 28.7 to APS’ 1992 Form 1-4473 
of March 17, 1993, to 
Assignment, Assumption and 
Further Agreement, dated as 
of December 15,1986, 
between A P S  and State 
Street Bank and Trust 
Company, as successor to 
The First National Bank of 
Boston, as Owner Trustee 

10-K Report 

Indemnity Agreement dated 28.3 to APS’ 1992 Form 1-4473 
as of March 17,1993 by APS 10-K Report 

Extension Letter, dated as of 28.20 to APS’ Form S-3 1-4473 
August 13, 1987, from the 
signatories of the 
Participation Agreement to 
Chemical Bank 8-K Report 

Registration Statement No. 
33-9480 by means of a 
November 6 ,  1986 Form 

Arizona Corporation 28.1 to APS’ 1991 Form 1-4473 
Commission Order dated 10-K Report 
December 6, 1991 

3-30-93 

1-20-87 

3-30-93 

3-30-93 

8-10-87 

3- 19-92 
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Exhibit No. Description Originallv Filed as Exhibit: 

99.23 Arizona Corporation 10.1 to APS’ June 1994 
Commission Order dated 
June 1, 1994 

form 10-Q Report 

File No, Date Effective 

1-4473 8-12-94 

99.24 Rate Reduction Agreement 10.1 to APS’ December 4, 
dated December 4,1995 
between APS and the ACC 
Staff 

1995 8-K Report 

99.25 ACC Order dated April 24, 
1996 Form 10-Q Report 

10.1 to APS’ March 1996 

99.26 Arizona Corporation 99.1 to APS’ 1996 Form 
Commission Order, Decision 10-K Report 
No. 59943, dated December 
26, 1996, including the Rules 
regarding the introduction of 
retail competition in Arizona 

99.27 Retail Electric Competition 10.1 to APS’ June 1998 
Rules Form 10-Q Report 

99.28 Arizona Corporation 10.1 to APS’ September 
Commission Order, Decision 
No. 61973, dated October 6, 
1999, approving APS’ 
Settlement Agreement 

1999 10-Q Report 

99.29 Addendum to Settlement 10.1 to the Company’s 
Agreement September 2000 Form 10-Q 

Report 

99.29 Arizona Corporation 10.2 to APS’ September 
Commission Order, Decision 
No. 61969, dated September 
29, 1999, including the Retail 
Electric Competition Rules 

1999 10-Q Report 

1-4473 12-14-95 

99.30 Purchase and Sale Agreement 99.1 to the Company’s 
for Palo Verde Nuclear 
Generating Station by and Report 
between Southern California 
Edison Company and 
Pinnacle West Energy 
Corporation, dated as of April 
27,2000 

March 2000 Form 10-Q 

1-4473 5-14-96 

1-4473 3-28-97 

1-4473 8-14-98 

1-4473 11-15-99 

1-8962 11-14-00 

1-4473 11-15-99 

1-8962 5- 15-00 
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6 Exhibit No. DescriDtion Oriainallv Filed as Exhibit: File No. Date Effective 

99.3 1 Purchase and Sale Agreement 99.2 to the Company’s 1-8962 5- 15-00 
for Four Corners Power Plant 
by and between Southern 
California Edison Company 
and Pinnacle West Energy 
Corporation, dated as of April 
27,2000 

March 2000 10-Q Report 

aManagement contract or compensatory plan or arrangement to be filed as an exhibit pursuant 
to Item 14(c) of Form IO-K. 

bReports filed under File No. 1-4473 and 1-8962 were filed in the office of the Securities and 
Exchange Commission located in Washington, D.C. 

‘An additional document, substantially identical in all material respects to this Exhibit, has 
been entered into, relating to an additional Equity Participant. Although such additional document 
may differ in other respects (such as dollar amounts, percentages, tax indemnity matters, and dates of 
execution), there are no material details in which such document differs from this Exhibit. @ 

dAdditional agreements, substantially identical in all material respects to this Exhibit have 
been entered into with additional persons. Although such additional documents may differ in other 
respects (such as dollar amounts and dates of execution), there are no material details in which such 
agreements differ from this Exhibit. 

Reports on Form 8-K 

During the quarter ended December 3 1,2000, and the period ended March 13,200 1, the 
Company filed the following Reports on Form 8-K: 

Report dated October 26,2000, regarding the written materials presented at an analyst 
conference in Phoenix, Arizona. 

Report dated November 27,2000, regarding: (i) the Court of Appeals affirming the ACC’s 
approval of the 1999 Settlement Agreement; a Maricopa County Superior Court judge’s final 
judgment related to the Rules; the proposed timing of the transfer of generation assets; and issues 
related to generation expansion. 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, 
the Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto 
duly authorized. 

PINNACLE WEST CAPITAL CORPORATION 
(Registrant) 

Date: March 13,2001 
/s/William J. Post 

(William J. Post, Chairman of the 
Board of Directors 

and Chief Executive Officer) 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been 
signed below by the following persons on behalf of the registrant and in the capacities and on the 
dates indicated. 

Simature 

/s/William J. Post 
(William J. Post, Chairman 

of the Board of Directors and 
Chief Executive Officer) 

/s/Jack E. Davis 
(Jack E. Davis, President) 

/s/Michael V. Palmeri 
(Michael V. Palmeri, 

Vice President, Finance) 

/s/Chris N. Fronaatt 
(Chris N. Froggatt, 

Vice President and Controller) 

/s/Edward N. Basha, Jr. 
(Edward N. Basha, Jr.) 

7 Title 

Principal Executive Officer 
and Director 

President and Director 

Principal Financial Officer 

Principal Accounting Officer 

Director 

Date 

March 13,200 1 

March 13,200 1 

March 13,2001 

March 13,200 1 

March 13,2001 
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/s/Michael L. Gallagher 
(Michael L. Gallagher) 

/spamela Grant 
(Pamela Grant) 

/s/Roy A. Herberaer, Jr. 
(Roy A. Herberger, Jr.) 

/s/Martha 0. Hesse 
(Martha 0. Hesse) 

/s/William S. Jamieson, Jr. 
(William S. Jamieson, Jr.) 

/s/Humberto S. Lopez 
(Humberto S. Lopez) 

/s/Robert G. Matlock 
(Robert G. Matlock) 

/s/Kathryn L. Munro 
(Kathryn L. Munro) 

/s/Bruce J. Nordstrom 
(Bruce J. Nordstrom) 

Director 

Director 

Director 

Director 

Director 

Director 

Director 

Director 

Director 

March 13 , 200 1 

March 13,2001 

March 13,2001 

March 13,200 1 

March 13,200 1 

March 13,2001 

March 13,200 1 

March 13 , 200 1 

March 13,2001 
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Adopted November 9, 1939 

SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 

FORM U-3A-2 

File No. 69-306 

STATEMENT BY HOLDING COMPANY 

FROM THE PROVISIONS OF THE 
PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 

CLAIMING EXEMPTION UNDER RULE U-3A-2 

To Be Filed Annually Prior to March 1 

hereby files with the Securities and Exchange Commission, pursuant to Rule 2, 
its statement claiming exemption as a holding company from the provisions of the 
Public Utility Holding Company Act of 1935, and submits the following 
information: 



1. NAME, STATE OF ORGANIZATION, LOCATION AND NATURE OF BUSINESS OF CLAIMANT 
AND EVERY SUBSIDIARY THEREOF, OTHER THAN ANY EXEMPT WHOLESALE GENERATOR 
(EWG) OR FOREIGN UTILITY COMPANY IN WHICH CLAIMANT DIRECTLY OR INDIRECTLY 
HOLDS AN INTEREST. 

Pinnacle West Capital Corporation ("Claimant"), having been incorporated on 
February 2 0 ,  1 9 8 5  under the laws of the State of Arizona, and having its 
principal executive offices at 4 0 0  East Van Buren, Suite 7 0 0 ,  Phoenix, Arizona 
85004 ,  was organized principally to acquire and hold securities of other 
corporations for investment purposes. The following are the subsidiaries of the 
Claimant : 

a. Arizona Public Service Company (loAPS" or the is engaged 
principally in serving electricity in the State of Arizona. Incorporated in 
1 9 2 0  under the laws of the State of Arizona and having its principal 
executive offices at 4 0 0  North Fifth Street, Phoenix, Arizona 8 5 0 0 4 ,  APS 
became a subsidiary of the Claimant pursuant to a corporate restructuring 
plan approved by the Company's shareholders on April 1 8 ,  1 9 8 5 .  

(1) AXIOM Power Solutions, Inc. (ltAXIOM1u) - -  an Arizona corporation 
having been incorporated on October 2 9 ,  1 9 9 6  and having its principal 
executive offices at 4 0 0  E. Van Buren, Phoenix, Arizona 85004 ,  was 
organized primarily to sell security and energy management products 
and services. AXIOM is a wholly-owned subsidiary of APS. 

( 2 )  Bixco, Inc. (luBixcolu) - -  an Arizona corporation having been 
incorporated on June 4,  1 9 7 1  and having its principal executive 
offices at 4 0 0  North Fifth Street, Phoenix, Arizona 85004 ,  was 
organized primarily to conduct exploration activities for energy 
resources and other valuable minerals. Subsequent to the sale of its 
oil and natural gas properties in 1 9 8 1 ,  Bixco has been inactive. Bixco 
is a wholly-owned subsidiary of APS. 

b. APS Energy Services Company, Inc. (llAPSESal) - -  an Arizona corporatidn 
having been incorporated on November 6, 1 9 9 8  and having its principal 
executive offices at 4 0 0  E. Van Buren, Phoenix, Arizona 85004 ,  was 
organized primarily to sell energy, products and services. APSES is a 
wholly-owned subsidiary of the Claimant. 

c. SunCor Development Company (I1SunCora') - an Arizona corporation having 
been incorporated on June 30 ,  1 9 6 5  and having its principal executive 
offices at 3 8 3 8  North Central Avenue, Suite 1 5 0 0 ,  

2 



Phoenix, Arizona 85012, is a wholly-owned subsidiary of Claimant engaged 
primarily in the owning, holding and development of real property. 

(1) SunCor Golf, Inc. ( "SunCor Golf #I) (previously named "SunCor Resort 
& Golf Management, Inc. If and "SunCor Farms, Inc. " )  - -  an Arizona 
corporation having been incorporated on December 31, 1986 and having 
its principal executive offices at 3838 North Central Avenue, Suite 
1500, Phoenix, Arizona 85012, operates and manages golf, food and 
beverage for the Coral Canyon Golf Course, Sedona Golf Resort, 
SunRidge Canyon Golf Club, Sanctuary Golf Club at West World and Palm 
Valley Golf Club. SunCor Golf is a wholly-owned subsidiary of SunCor. 

( 2  Litchf ield Park Service Company ( foLPSCOof ) - - an Arizona 
corporation having been incorporated on September 21, 1954 and having 
its principal executive offices at 111 West Wigwam Boulevard, Suite B, 
Litchfield Park, Arizona 85340, is a regulated public utility engaged 
in providing water and sewer services to commercial and residential 
customers. LPSCO became a wholly-owned subsidiary of SunCor on 
December 31,1986. 

(3) Golden Heritage Homes, Inc. (IoGolden Heritage Homesao) - -  
(previously named IISunCor Homes, Inc. I f ,  "LGR, Inc. lo and "WGP Realty, 
Inc.") an Arizona corporation having been incorporated on May 14, 1986 
and having its principal executive offices at 7025 East Greenway 
Parkway, Suite 100, Scottsdale, Arizona 85254. builds and sells single 
family residential real property. Golden Heritage Homes is a 
wholly-owned subsidiary of SunCor. 

( 4 )  Golden Heritage Construction, Inc. ("GH Construction") - -  an 
Arizona corporation having been incorporated on December 30, 1993 and 
having its principal executive offices at 3838 North Central Avenue, 
Suite 1500, Phoenix, Arizona 85012, was organized to serve as a 
general residential contractor. GH Construction became a wholly-ownFd 
subsidiary of Golden Heritage Homes, Inc. on January 1, 1996. 

(5) SCM, Inc. (ItSCMsf) - -  an Arizona corporation having been 
incorporated on May 14, 1991 and having its principal executive 
offices at 3838 North Central Avenue, Suite 1500, Phoenix, Arizona 
85012, was organized to participate in real 
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estate joint ventures and other real estate related activities. SCM is 
a wholly-owned subsidiary of SunCor. 

( 6 )  Golf de Mexico, S.A. DE C.V. ("Golf de Mexico") - -  a Mexican 
variable capital corporation having been incorporated on February 8, 
1992 in Tijuana, Baja California, Mexico, and having its principal 
executive offices at 3838 North Central Avenue, Suite 1500, Phoenix, 
Arizona 85012, was organized to operate and manage the Real del Mar 
Golf Course in Mexico. Golf de Mexico has been inactive since 1997. 

(7) SunCor Realty & Management Company (IoSunCor Realty") - -  
(previously named Russell Ranch Development Company) an Arizona 
corporation having been incorporated on April 1, 1994 and having its 
principal executive offices at 3838 North Central Avenue, Suite 1500, 
Phoenix, Arizona 85012 was organized to participate in real estate 
management and other real estate related activities. SunCor Realty is 
a wholly-owned subsidiary of SunCor. 

(8) Palm Valley Golf Club, Inc. ("Palm Valley GolfIB) - -  an Arizona 
corporation having been incorporated on January 23, 1996 and having 
its principal executive offices at 3838 North Central Avenue, Suite 
1500, Phoenix, Arizona 85012, was organized to hold title to the Palm 
Valley Golf Course. Palm Valley Golf is a wholly-owned subsidiary of 
SunCor . 

(9) Rancho Viejo de Santa Fe, Inc. ('IRancho Viejo") - -  a New Mexico 
corporation having been incorporated on March 18, 1996 and having its 
principal executive offices at 1590-B Pacheco Street, Santa Fe, New 
Mexico 87505, was organized to engage in real estate development in 
New Mexico. Rancho Viego is a wholly-owned subsidiary of SunCor. 

(10) Ranchland Utility Company ("Ranchland") - -  a New Mexico 
corporation having been incorporated on September 5, 1997 and having 
its principal executive offices at 1590-B Pacheco Street, Santa Fe', 
New Mexico 87505 is a waste water utility. Ranchland is a wholly-owned 
subsidiary of Rancho Viejo. 

d. El Dorado Investment Company - -  an Arizona corporation having been 
incorporated on July 27, 1983 and having its principal executive offices at 
400 East Van Buren, Suite 800, Phoenix, Arizona 85004, is a 
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wholly-owned subsidiary of Claimant engaged primarily in the acquisition 
and holding of stocks and securities of other companies for investment 
purposes. 

e. Pinnacle West Energy Corporation (IIPWECI') - an Arizona corporation 
having been incorporated on September 27, 1999, and having its principal 
executive offices at 4 0 0  North Fifth Street, Phoenix, Arizona 85004 ,  was 
organized primarily for the development, production and sale of wholesale 
energy. PWEC is a wholly-owned subsidiary of the Claimant. 

2. A BRIEF DESCRIPTION OF THE PROPERTIES OF CLAIMANT AND EACH OF ITS 
SUBSIDIARY PUBLIC UTILITY COMPANIES USED FOR THE GENERATION, TRANSMISSION 
AND DISTRIBUTION OF ELECTRIC ENERGY FOR SALE, OR FOR THE PRODUCTION, 
TRANSMISSION AND DISTRIBUTION OF NATURAL OR MANUFACTURED GAS, INDICATING 
THE LOCATION OF PRINCIPAL GENERATING PLANTS, TRANSMISSION LINES, PRODUCING 
FIELDS, GAS MANUFACTURING PLANTS AND ELECTRIC AND GAS DISTRIBUTION 
FACILITIES, INCLUDING ALL SUCH PROPERTIES WHICH ARE OUTSIDE THE STATE IN 
WHICH CLAIMANT AND ITS SUBSIDIARIES ARE ORGANIZED AND ALL TRANSMISSION OR 
PIPELINES WHICH DELIVER OR RECEIVE ELECTRIC ENERGY OR GAS AT THE BORDERS OF 
SUCH STATE. 

Neither the Claimant nor any of its subsidiaries own property used for the 
production, transmission and distribution of natural or manufactured gas. APS, a 
"public utility company" as that term is defined in the Public Utility Holding 
Company Act of 1935, is the only one of Claimant's subsidiaries that owns 
property used for the generation, transmission and distribution of electric 
energy for sale. 

Exhibit D attached hereto shows the location of APS' major generating 
.ants (including those owned jointly with others), principal transmission lines 
ncluding those operated for others) and interconnections of transmission lines 

with out-of-state utilities at state lines. All of such facilities, except the 
Four Corners Generating Station ('IFour Corners''), and all of APS' distribution 
facilities, are located within the State of Arizona. Four Corners is's 
mine-mouth power plant, located in the northwest corner of New Mexico, near the 
city of Farmington, approximately 4 0  miles east of the Arizona-New Mexico 
border. 
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APS' present generating facilities have an accredited capacity aggregating 
3,987,300 kilowatts, comprised as follows: 

Coal : 

Units 1, 2 and 3 at Four Corners, 

15% owned Units 4 and 5 at Four Corners, 

Units 1, 2 ,  and 3 at the Cholla Plant, 

14% owned Units 1, 2 and 3 at the Navajo 

aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
representing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Plant, representing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Gas or Oil: 
Two steam units at Ocotillo and two steam 

Eleven combustion turbine units, 

Three combined cycle units, 

units at Saguaro, aggregating ................................. 
aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Nuclear : 
29.1 % owned or leased Units 1, 2 and 3 
at Palo Verde, representing 

Hydro and Solar 

560,000 

2 2 2 , 0 0 0  

615,000 

435,000(1) 

493,000 

(1) West Phoenix steam units (108,300 kw) are currently mothballed. 

APS' transmission facilities consist of approximately 4,855 pole miles of 
overhead lines and approximately 2 0  miles of underground lines, all of which are 
located within the State of Arizona. APS' distribution facilities consist of 
approximately 11,681 pole miles of overhead lines and approximately 11,331 miles 
of underground lines, all of which are located within the State of Arizona. 
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3 .  THE FOLLOWING INFORMATION FOR THE LAST CALENDAR YEAR WITH RESPECT TO 
CLAIMANT AND EACH OF ITS SUBSIDIARY PUBLIC UTILITY COMPANIES: 

(DATA IS NOT MAINTAINED IN A FORMAT IDENTIFYING THE STATE IN WHICH THE SALES AND 
PURCHASES ARE MADE OR THE AMOUNT OF THEIR ASSOCIATED REVENUES OR EXPENSES.) 

a. NUMBER OF KWH OF ELECTRIC ENERGY SOLD (AT RETAIL OR WHOLESALE), AND 
MCF. OF NATURAL OR MANUFACTURED GAS DISTRIBUTED AT RETAIL. 

44,531,881,000 kwh of electric energy sold at wholesale or 
retail 

0 Mcf. of natural or manufactured gas distributed at 
wholesale or retail 

b. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS DISTRIBUTED AT RETAIL OUTSIDE THE STATE IN WHICH EACH SUCH 
COMPANY IS ORGANIZED. 

63,234,000 kwh of electric energy was distributed at retail 
outside Arizona 

0 Mcf. of natural or manufactured gas distributed at retail 
outside Arizona 

c. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS SOLD AT WHOLESALE OUTSIDE THE STATE IN WHICH EACH SUCH 
COMPANY IS ORGANIZED, OR AT THE STATE LINE. 

1,663,868,000 kwh of electric energy was sold at wholesale 
outside Arizona or at state line (excluding power marketing 
activities). 

2,444,508 Mcf. of natural or manufactured gas sold bt 
wholesale outside Arizona or at state line (excluding power 
marketing activities). 

d. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS PURCHASED OUTSIDE THE STATE IN WHICH EACH SUCH COMPANY IS 
ORGANIZED OR AT THE STATE LINE. 

1,149,715,000 kwh of electric energy was purchased outside 
Arizona or at state line (excluding power marketing 
activities). 
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30,143,707 
outside Ar 
activities 

4. THE FOLLOWING INFORMATION 

Mcf. of natural or manufactured gas purchased 
zona or at state line (excluding power marketing 

FOR THE REPORTING PERIOD WITH RESPECT TO CLAIMANT 
AND EACH INTEREST IT HOLDS DIRECTLY OR INDIRECTLY IN AN EWG OR A FOREIGN 
UTILITY COMPANY, STATING MONETARY AMOUNTS IN UNITED STATES DOLLARS: 

The Claimant holds no interest, direct or indirect, in an EWG or a foreign 
utility company. 

a. NAME, LOCATION, BUSINESS ADDRESS AND DESCRIPTION OF THE FACILITIES 
USED BY THE EWG OR FOREIGN UTILITY COMPANY FOR THE GENERATION, TRANSMISSION 
AND DISTRIBUTION OF ELECTRIC ENERGY FOR SALE OR FOR THE DISTRIBUTION AT 
RETAIL OF NATURAL OR MANUFACTURED GAS. 

Not applicable. 

b. NAME OF EACH SYSTEM COMPANY THAT HOLDS AN INTEREST IN SUCH EWG OR 
FOREIGN UTILITY COMPANY; AND DESCRIPTION OF THE INTEREST HELD. 

Not applicable. 

c. TYPE AND AMOUNT OF CAPITAL INVESTED, DIRECTLY OR INDIRECTLY, BY THE 
HOLDING COMPANY CLAIMING EXEMPTION; ANY DIRECT OR INDIRECT GUARANTEE OF THE 
SECURITY OF THE EWG OR FOREIGN UTILITY COMPANY BY THE HOLDING COMPANY 
CLAIMING EXEMPTION; AND ANY DEBT OR OTHER FINANCIAL OBLIGATION FOR WHICH 
THERE IS RECOURSE, DIRECTLY OR INDIRECTLY, TO THE HOLDING COMPANY CLAIMING 
EXEMPTION OR ANOTHER SYSTEM COMPANY, OTHER THAN THE EWG OR FOREIGN UTILITY 
COMPANY. 

Not applicable. 

d. CAPITALIZATION AND EARNINGS OF THE EWG OR FOREIGN UTILITY COMPANY 
DURING THE REPORTING PERIOD. 

Not applicable. 

e. IDENTIFY ANY SERVICE, SALES OR CONSTRUCTION CONTRACT(S) BETWEEN THE 
EWG OR FOREIGN UTILITY COMPANY AND A SYSTEM COMPANY, AND DESCRIBE THE 
SERVICES TO BE RENDERED OR GOODS SOLD AND FEES OR REVENUES UNDER SUCH 
AGREEMENT ( S )  . 

Not applicable. 
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EXHIBIT A 

A CONSOLIDATING STATEMENT OF INCOME AND SURPLUS OF THE CLAIMANT AND ITS 
SUBSIDIARY COMPANIES FOR THE LAST CALENDAR YEAR, TOGETHER WITH A CONSOLIDATING 
BALANCE SHEET OF CLAIMANT AND ITS SUBSIDIARY COMPANIES AS OF THE CLOSE OF SUCH 
CALENDAR YEAR. 

Exhibit A hereto includes consolidating statements of income and 
consolidating balance sheets for the Claimant and the following of its 
subsidiaries: Arizona Public Service Company, SunCor Development Company, El 
Dorado Investment Company, APS Energy Services Company, Inc. and Pinnacle West 
Energy Corporation. Subsidiaries have been consolidated for financial reporting 
purposes in accordance with Statement of Financial Accounting Standards No. 94, 
Consolidation of All Majority-owned Subsidiaries. Also included are 
consolidating statements of income and consolidating balance sheets for SunCor 
Development Company and its subsidiaries. 
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EXHIBIT B FINANCIAL DATA STATEMENT 

IF, AT THE TIME A REPORT ON THIS FORM IS FILED, THE REGISTRANT IS REQUIRED TO 
SUBMIT THIS REPORT AND ANY AMENDMENTS THERETO ELECTRONICALLY VIA EDGAR, THE 
REGISTRANT SHALL FURNISH A FINANCIAL DATA SCHEDULE. THE SCHEDULE SHALL SET FORTH 
THE FINANCIAL AND OTHER DATA SPECIFIED BELOW THAT ARE APPLICABLE TO THE 
REGISTRANT ON A CONSOLIDATED BASIS. 

1. TOTAL ASSETS. 

2. TOTAL OPERATING REVENUES. 

3 .  NET INCOME. 

See Exhibit B hereto 

10 



EXHIBIT C 

AN ORGANIZATIONAL CHART SHOWING THE RELATIONSHIP OF EACH EWG OR FOREIGN 
UTILITY COMPANY TO ASSOCIATE COMPANIES IN THE HOLDING-COMPANY SYSTEM. 

Not applicable. 
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EXHIBIT D 

In accordance with Item 304 of Regulation S-T of the Securities Exchange 
Act of 1934, APSI Service Territory map contained as Exhibit D to this Form 
U-3A-2 is a map of the State of Arizona showing APS' service area, the location 
of its major power plants and principal transmission lines, and the location of 
transmission lines operated by APS for others. The major power plants shown on 
such map are the Navajo Generating Station located in Coconino County, Arizona; 
the Four Corners Power Plant located near Farmington, New Mexico; the Cholla 
Power Plant, located in Navajo County, Arizona; the Yucca Power Plant, located 
near Yuma, Arizona; and the Palo Verde Nuclear Generating Station, located about 
55 miles west of Phoenix, Arizona (each of which plants is reflected on such map 
as being jointly owned with other utilities), as well as the Ocotillo Power 
Plant and West Phoenix Power Plant, each located near Phoenix, Arizona, and the 
Saguaro Power 
shown on such 
and certain 
operated for 
Corners Plant 

Plant, located near Tucson, Arizona. APS' major transmission lines 
map are reflected as running between the power plants named above 
major cities in the State of Arizona. The transmission lines 
others shown on such map are reflected as running from the Four 
through a portion of northern Arizona to the California border. 
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The above-named Claimant has caused this statement to be duly executed on 
its behalf by its authorized officer on this 28th day of February, 2001. 

By Barbara M. Gomez 

Barbara M. Gomez 
Treasurer 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - - - _ _ _ - - - - -  

[CORPORATE SEAL] 

Attest: 

Betsy A. Pregulman 

Betsy A. Pregulman 
Associate Secretary 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - _ - - - _ - - _ - _ - - -  

Name, title and address of officer to whom not-zes and correspondence concerning 
this statement should be addressed: 
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PINNACLE WEST CAPITAL CORPORATION 
EXHIBIT B 
FINANCIAL DATA SCHEDULE 
HOLDING COMPANY REPORT 

12/31/00 

The Claimant submits the following consolidated financial information: 

1 Total Assets: .$ 7,149,151 

2 Total Operating Revenues: $ 3,690,175 

3 Net Income: .$ 302,332 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET (unaudited) 
December 31, 2000 
(THOUSANDS OF DOLLARS) 

wcc APS SUNCOR ......... 

$ 5,149 
5,418 

34.439 

4 5 . 0 0 6  
......... 
~ - - - -. -. . 

172.101 
7,413 

179.516 
. . - - - - - - - 
- - - - - -. -. 

......... 

......... 

..~ _..__. 

26.920 

1 0 , 4 6 4  

17,384 

5 4 6 1 . 9 0 6  

- -. . - -. - . 
- -. . - - - - - 
======-=. 

ELDO . - . - - - - -. 

5 247 
182 

. - -. -. - - - 
429 - - -. - - -. - 

20.999 

20.999 
......... 
......... 

......... 

......... 

......... 

......... 

......... 
5 21.428 
=**.**=(.= 

ASSETS 

CURRENT ASSETS 
Cash and Cash equivalenrr 
Customer and other receivables - net 
ACCNed utllity revenue 
MaLerlala and suppl l e s  
FODSL1 fuel 
Deterred income taes 
Other current =Sets 

Total current assets 

INVESIWENTS AND OTHER ASSETS 
~ e a l  estate mvestmnta, net (cap intcreatl 1145 I 
Other assets 

Total Investments and Other 

PROPERTY. P L U T  AND EQUIPMEM 
P l a n t  in service 
Nuclear Pus1 
CODSLNCtlOn work In progress 

Total 
Less accumulated depreciation and anortira~ion 

Net Property. P l a n t  and Equlplnent 

DEFERRED DEBITS 
Deferred income taxes 
Regulatory asset for income taxes 
Regulatory assets 
Other deferred debits 

Total deferred debits 

TOTAL ASSETS 

5 1.330 
214.761 

$ 2.609 
468.341 
74.566 

5 73 
8,669 

71,966 
19.405 
5.791 
55.920 

698,602 
.......... 6,692 

242.783 
.......... 2 

8,744 
......... 
-. . - . - - - - .......... 

2,478.599 

2,478,599 
.......... 
.......... 

269.678 

269.678 
.......... 

7,805,025 
47.389 
245.749 

8.098.163 
3.187.328 

.......... 218.663 .......... 
218,663 

.......... 1,910,815 .......... 218.663 

469.867 
50.731 

520.600 

$6,399,715 

.......... 

.......... 
=iiilD*lii 

1,140 

1.140 

$ 228,547 

......... 

......... 
= = * = = = = * = 

*ELIHINATIONS lUl0 
I\OJUSTING ENTRIES. 

ENERGY 
SERVICES DEBIT CREDIT TOTAL .......... .......... 

ASSETS 

CURRENT ASSETS 
Cash and Cash equivalenrs 
CuSComer and Other receivables - net 
Accrued utility revenue 
Materials and eupplies 
Fossil fuel 
Deferred income taxes 
Other Current assets 

T o t a l  current assets 

INVESTMENTS AND OTHER ASSETS 
Real estate Investments. net (cap interest) 1145 1 
Other assets 

Total investrnencri and Ocher 

PROPERTY, PLANT AND EQUIPMENT 
P l a n t  in service 
Nuclear F u e l  
Construction work in progress 

Less accumulated depreciation and amortiracion 
TOtal 

Net Property, Plant and Equipment 

DEFERRED DEBITS 
Deferred income taxes 
Regulatory asset for income taxes 
Regulatory assets 
Other deferred debits 

Total deferred debits 

TOTAL ASSETS 

$ 10.363 
5 264,723!bl 513.822 

74,566 
71.966 

5 780 
15,265 

19.405 
5.79 ,  
97.998 

264,723 793,911 
.......... .......... 
.......... .......... 

945 

15.990 ........ 

5 4.849 rfl 5,629(el 371,323 
2.460,6391a,f,hl 318,249 

2,466,268 689.572 
.......... .......... 
.......... .......... 

2.199 

2.199 4 , 8 4 9  

4,541 

108 

7,809,566 
47,389 

4 6 4 , 5 4 0  

8,321,435 
.......... .......... 

3,188,302 .......... .......... 
5 ,  133,193 .......... .......... 

26.920101 

1 6 9 . 8 6 7  
62.606 

26,920 532.&73 

57,149,151 

.......... .......... 

.......... .......... 
--=...==s- 

52,757,911 
i=iii.l=..i 

4 , 6 4 9  
974 . .  

......... 
3.675 ......... 

......... 

......... 

771hl 

77 

S 4.926 

......... 

......... 

..ji.=lljl 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 
December 31, 2000 
(THOUSANDS OF DOLLARS) 

PWCC APS PWMT .................... SUNCOR ZLDO PWE 

LIABILITIES AND EQUITY 

CURRENT LIABILITIES 
Accounts payable 
Accrued t a x e s  
Accrued interest 
Short-term borrowings 
Current matUritLes of long-term debt 
cuetower DepOSlLS 
Other Current liabilities 

$ 12,609 

2,647 

213,000 

30.192 

250.448 
.......... 

$ 267.999 5 51,013 
106.515 11 .0701  
39.488 
82,100 
250.266 
24.498 
1*2.126 

912,992 49.161 
.................... 
.................... 

1.806.908 ................. 
1.806.908 .................... 

1.110.117 
68.636 
180.974 .................... 

1,560,047 .................... 

$ 15.211 

019 

203 
1.691 
5,936 

23,060 
.......... 
.......... 

123,175 

5 129 
3,228 

$ 13.172 

157 201.990 

215,362 
.......... 
.......... Total current liabilities 

NON-CURRENT LIABILITIES 
Long-term debt less current mcurities 

1 . 5 1 1  

25,000 .......... 
2 5 , 0 0 0  Toral 

DEFERRED CREDITS AND OTHER 
Deferred incol~ taxes 
Unamortized gain 
Other 

Total deferred credits 

123,175 .......... 
1 . 5 4 6  19.318 

15.902 .......... 
6 , 6 0 6  

6 . 6 8 6  1.546 55,220 .......... 
COMMITUENTS AND CONTINGENCIES (NOTE) 

MINORITY INTERESTS: 
Nom-Redeemable preferred stock of APS 

Redeemable preferred stock of RPS 

Joint ventures of SunCor 

COMMON STOCK EauITY: 
Common stock 
Accumulated deficit 

Total 

TOTAL LIABILITIES PND EQUITY 

.......... .................... 

.......... .................... 

5.629 .......... .................... 

1,424,966 
694.802 12. 0691 .................... 

2,119.768 12,8691 .................... 

$6,399,715 5 46.294 
==-===.-== - i l = 3 s i i = =  

14,016 
2,322 .......... 

16.160 .......... 

5 21.420 
.11.3..li. 

15,626 
12.4411 

2,005,912 
1%. 782 

356,391 
1 5 1 , 0 3 5 )  .......... 

13,185 2,302.7H .......... 

$2,721,302 
.==*=-a>*- 

102.556 

*ELIIIINATIONS* 
ENERGY 
SERVICES OE8lT ........ 

$ 2 0 1 I . P I  
18.6591k1 

i m 1  

269.541 1b.g) 

CREOIT TOTAL 

LIABILITIES AND EQUITY 

CURRENT LIABILITIES 
ACCOYOLS payable 
Accrued taxes 
Accrued interest 
Short-term borrowings 
Current maturities of long-term debt 
Cus~oner Deposits 
Ocher current liabilities 

Total Current liabrliries 

NON-CURRENT LIABILITIFS 
Long-term debt less current naturities 
Ocher liabilires 

Total 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 
Unamortized gain 
Other 

Total deferred credits 

COMHITUENTS AND CONTINGENCIES INOTEI 

5 15,472 
12 

675 

5 175.805 
09.266 
42.951 
82.775 

463.469 
26,109 
110.060 

$ 201il 

.......... 
1,191,298 .......... 
1,955,083 

.......... 

1 , 9 5 5 , 0 8 3  .......... 
1 , 1 4 3 , 0 4 0  

60.636 
4 0 8 . 3 8 0  .......... 

1.620.056 .......... 

.......... 

.......... 

.......... 
1,532,831 

8 4 9 . 8 8 1  .......... 
2,382,714 .......... 

$7,149,151 

16.159 100.220 20 

.......... .......... 

(0.2611 Ik.al 

4 . 8 1 8 1 9 1  .......... 

l 3 . 4 4 3 1  

MINORITY INTERESTS: 
Non-Redeemable preferred Stock Of APS 

Redeemable preferred stock of APS 

Joint Ventures of Syncor 

COMMON STOCK EQUITY: 
Common stock 
Accumulated de€lClt 

Total 

TOTAL LIABILITIES AN0 EQUITY 

.......... 

5.629 (el .......... 
2.113.190 la1 

.......... 

1.313.190 

.......... 
29,060 
122,1551 .......... 

6 , 7 0 5  .......... 
$ 22,861 
===-*=*==* 

1142.5231 1.1 .......... 
1142.5211 



ADJUSTING AND ELIMINATION ENTRIES 
DECEMBER 31, 2000 

(a) Common stock 
Accumulated deficit 
Other investments 

To eliminate PNW investment in subsidiaries 

APS 
Power Marketing 
Pinnacle West Energy 
Energy Services 
SunCor 
El Dorado 

Total 

$2,313,190 

(b) Other current liabilities $ 264,723 
Customer and other receivables - net 

$ (142,523) 
2,455,713 

Total - _ - - - - - - - -  
$2,119,768 

(2,869) 
13,185 
6,705 

302,556 
16,368 

$2,455,713 
- _ - - - - - - - -  
- _ _ _ _ _ _ _ - _  ---_------ 

$ 264,723 

To eliminate intercompany receivables/payables between all entities 

Intercompany Intercompany 
Receivables Payabl es _ _ - - - - - - _ -  - - - - - - - - - -  

Pinnacle West CC $ 236,628 $ 236,628 
APS 24,463 24,463 
Pinnacle West Energy 1,086 1,086 
Energy Services 488 488 
Power Marketing 1,484 1,484 
Palo Verde (50) 497 497 
Four Corners (10) 47 47 
Cholla (30) 30 30 

Total $ 264,723 $ 264,723 
_ _ _ _ _ _ _ _ _ _  _ _ _ _ _ - - - - -  

___------- - - _ _ _ _ _ _ _ -  -------_-- -_-------- 

(e) Minority interest $ 5,629 
Real estate investments - net $ 

To eliminate minority interest of SunCor JV partners 

Real estate investments - net $ 4,849 
Other - assets $ 

To reclass PNW capitalized interest related to SunCor (1145.1) 

Other current liabilities $ 4,818 
Other deferred credits $ 

To reclass PNW deferred comp to long-term (2085) 

(h) Other deferred debits $ 77 
Other - assets 

To relcass PNW unamortized debt to long-term (1130-1131) 

Page 1 of 2 

5,629 

4,849 

4.818 

$ 77 



(i) Accounts payable 
Accrued taxes 

ADJUSTING AND ELIMINATION ENTRIES 
DECEMBER 31, 2000 

To reclass PNW property tax (2002.1) 

(k) Accrued taxes 
Other deferred debits 

To reclass PNW accrued taxes (2090) 

( 0 )  Deferred income taxes-current portion 
Deferred income taxes-noncurrent portion 

Deferred income taxes 

Page 2 of 2 

$ 20 

$ 18,659 

- -  $ 
26,920 

$ 2 0  

$ 18,659 

$ 26,920 

, 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT (unaudited) 

FOR THE PERIODS ENDED DECEMBER 31, 
(THOUSANDS OF DOLLARS) 

PWCC ........... APS ........... 

S 3 . 4 8 0 . 2 5 2  

P w m  ........... 

S 5 2 , 3 3 7  

SUNCOR E W O  ...................... 
OPERATING REVENUES: 
Electric 
Real Eatate 

Total 

FUEL EXPENSES: 
P v e l  for elecrrlc generation 
Purchased power 

Total 

s 1 5 8 , 3 6 5  ...................... 
158.365 .- 

...................... 3 . 4 8 0 . 2 5 2  5 2 . 3 3 7  ........... 
3 3 3 , 2 6 5  

1 , 5 4 7 , 4 6 4  

1 , 8 8 0 , 7 2 9  
........... 
........... 

430,696 

_. 
54.054 

54.054 
........... 
........... 

...................... _ _  

...................... 
.. 

OPERATING EXPENSES: 
utility operations and mintenance 
Real estate operations 
Depraciacion and amortization 
Taxes ocher than income taxes 

3,016 

6 
.- 

.. 1 1 4 . 2 7 9  
4 , 6 5 7  

...................... 
138.916 _ _  ...................... 

19.429 ...................... 

S 266 

........... 
266 

12661 
........... 
........... 

388,660 
99,730 

919.086 

6 8 0 . 4 3 7  

........... 

........... 
........... 

3 . 0 2 2  

14.7391 
........... 

TOCd 

OPERATING INCOME 

OTHER INCOME IDEDUCTIONSI. 

Energy Services 
Interest On long-term debt 

........... 

.. 
1li,'L721 

11.0121 
31 

1134.1111 
114.152)  
1 0 . 8 9 4  

_ _  110.6721 _ _  
6 , 2 0 2  .. 
4 . 3 4 3  3 .677 

Other mterert 
Capitalized interest 
Preferred stock dividend requirements 
Ocher. net 

.. .. 
._ 

........... 
_. 

305.998 

291.511 
........... 110,6371 

1148,5261 

531.911 
225.317 

........... 

........... 

...................... 
(1271 3 , 6 7 7  

1 9 , 3 0 2  3 , 6 7 7  
7 .764 1,694 

...................... ~~~.~ ~ ........... 
InCnne from conclnuing operations b4 income faxes 2 9 3 , 2 7 9  
Income Tax Expense 18enefitl (9 ,0531 

Income from continuing operationa 
Extraordinary charge 
discontinued oparations 
Accounting change 

NET I N C W  (LOSS1 S 302.332 

........... 
302.332 

.. _ _  _ _  
........... 
i=i-iiiliil 

........... 
(4 ,7391 
11.8701 ...................... 

1 1 . 5 1 8  1 .983 3 0 6 , 5 9 4  _. 12.8691 

........... 
S 12.869)  

ADJUSTMENTS L ELIMINATIONS ................................ 
DEBIT CREDIT TOTAL ........... ...................... 

ENERGY 
SERVICES ........... PWP . -  ........... 

OPERATING REVENUES. 
Electric 
Real Estate 

s 24.859 

........... 
2 4 . 8 5 9  

s 3 , 5 3 1 , 8 1 0  
1 5 8 , 3 6 5  

s 2 5 . 6 3 8 1 f 1  

Total 

FUEL EXPENSES: 
Pvel for eiectrlc generation 
Purchased power 

Total 

OPEWATING EXPENSES. 
Utility operations and maintenance 
Real =stace operations 
Depreciation and amortization 
Taxes Other than income taxes 

Total 

OPERATING INCOME 

OTHER INCOME IDEDUCCIONSI: 

Energy Services 
InLeZest on long-term debt 
Other znLereeL 
Capitalized interest 
Preferred stock dividend requirements 
Other'. net 

Total 

-. - - - -. - - -. ...................... 
25.638 _ _  3 , 6 9 0 , 1 7 5  

........... ...................... 

333,265 
2 5 . 6 3 8 1 f l  1,601,518 

2 5 , 6 3 8  1 , 9 3 4 , 7 8 1  
........... ...................... 
........... ...................... 

450.809 
1411bl ._ 134.122 

391,410 
S O ( C 1  9 9 . 7 8 0  

193 -. 1 , 0 7 9 , 4 2 1  

2 5 . 4 4 5  ( 2 5 , 6 3 8 )  675,971 

........... ...................... 

........... ...................... 

........... ...................... 

25,638 

25.638 

2 , 4 1 1  1 4 , 6 5 6  

821 

2 , 4 4 1  1 5 . 4 7 7  

12.4411 116.2561 

1591hl 1156.416)  
5 . 0 5 2 1 e . g l  11+.8231 

21,638 
14.4871 
4 . 4 8 7  

1241 
24 

3 0 6 . 8 5 0 1 a . e . g . h l  193 1b.c) 11861 

3 0 6 , 8 5 0  5 , 4 0 4  1149.7871 
........... ...................... 
........... ...................... 

3 . 0 9 0  

3 , 0 9 0  
........... 
........... 

(13.1661 

.. 
Income from continuing operations b4 i n c ~ m e  taxes 
Income Tax Expense Iaenefitl 

Income from continuing operations 
ExCramdinary charge 
diSCOnLlnUed oneratlons 

12.4411 2 8 1 . 4 0 5  120.23a1 526.184 
2 2 3 . 8 5 2  

281.405 ( 2 0 . 2 3 4 )  302,332 
........... ...................... ........... 

12,4411 
........... 

( 1 3 . 1 6 6 1  

Accounting change 

NET INCOME (LOSS1 

_. 
........... ...................... 

5 ( 2 0 , 2 3 4 )  5 302,332 
i=.l.iiiil= ..l.l.-l..l 

; 2 8 1 . 4 0 5  
,=--=-=-==* 



ADJUSTING AND ELIMINATING ENTRIES 
FOR THE PERIODS ENDED DECEMBER 31, 

(a) Other - net (Subs income) 
Retained Earnings 

$ 301,639 
$ 301,639 

To eliminate PWCC Equity in earnings from subsidiairies 

PWCC 
- - - - - - - - - -  

APS $ 306,594 
PWMT $ (2,869) 
Pinnacle West Energy (2,441) 
Energy Services (13,166) 

11,538 SunCor 
El Dorado 1,983 _ _ _ _ _ _ _ _ - -  

Total $ 301,639 
-_-------- ---------- 

(b) Real Estate Operations 
Interest Expense (PWCC) 5849.0097 

$ 143 
$ 143 

To reclass Capitalized Interest for SunCor Land Sales. 

(c) Taxes other than income taxes 
Other - net 

To reclass PNW property taxes (650051) 

(e) Other, net (El Dorado interest income) 
Other interest 

50 
5 0  

$ 
$ 

$ 542 
$ 542 

To eliminate interest on ELD loan to PNW (650095) 

(f) Electricity Sales 
Purchased Power 

$ 25,638 
$ 25,638 

To eliminate sales from APS to APSES 

NOTE: As of July APSES is purchasing all power from SRP, in 
the future they will resume purchasing power from APS 
and we will have to eliminate. 

(g) Interest Income - PNW 
Interest Expense - PWE 

$ 4,510 
$ 4,510 

To eliminate interest expense/income on loan from PNW to PWE 

(h) Interest Income - PNW 
Interest Expense - Suncor 

$ 159 
$ 159 

To eliminate interest expense/income on unpaid Suncor dividend 

Page 1 of 1 



ACCOLTJT DESCRIPTION - - - - _ - - _ _ - _ _ _ _ - _ _ _ _  
CURRENT ASSETS 

CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 

ACCOUNTS : 

. 
CORAL CANYON GOLF 
CC DEVELOPMENT FROM CC GOLF COURSE 
WWDC 

GOLDEN HERITAGE - GENERAL 129 
SCM-GENERAL 129 
HOMEBUILDING I/C INTEREST 12904 
HOMEBUILDING CASH ADVANCES 
COMMERCIAL - GENERAL 
SUNRIDOE - DEVELOPMENT 

SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATED BALANCE SHEET (unaudited) 

31-DEC-00 

SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 
CLUB WEST 
WIGWAM RESORT 
HFS FINANCIAL SERVICES 
WESTWORLD DEVELOPMENT 
SANCTUARY GOLF 
INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY GOLDEN HERITAGE 

HOME INVENTORY CORAL CANYON 
HOME INVENTORY m c n o  VIEJO 

TOTAL CURRENT ASSETS 

LONG-TERM ASSETS 
DEVELOPMENT PROJECTS 
CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELO GREENS 
SCOTTSOALE MObWTAIN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLOEN HERITAGE 
BILTMORE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAND 
EQUITY INVESTMENTS 
EQUITY IN CTRPT ASSOC-LLP 
INVEST IN HAYDEN FERRY LAKESIDE 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (I & 11) 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN SANCTUARY GOLF 
INVESTMENT IN HFS MORTGAGE 
CONSOLIDATED ELIMINATING ENTITIES. 
INVEST IN KABUTO/SG?iCOR JV 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
INVESTMENT IN CLUB WEST G C 
PALM VALLEY GOLF CONTRIB. CAP 
INVESTMENT IN CORAL CANYON GOLF 

INVESTMENT IN RANCHLAND UTILITY 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

INVESTMENT IN RANCHO VIEJO 

INVESTMENT 
INVESTMENT 
INVESTMENT 
INVESTMENT 
INVESTMENT 
INVESTMENT 

IN 
IN 
IN 
IN 
IN 
IN 

FIDDLESTICKS-SCOTTS 
FIDDLESTICKS-TEMPE 
FUNTASTICKS 
GENERAL COMM OPS 
PV MARKETPLACE 
DYSART/MCDOWELL 

INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN PALM VALLEY OFFICE PARK 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT 
INVESTMENT 
INVESTMENT 
INVESTMENT 
INVESTMENT 
INVESTMENT 
INVESTMENT 
COMMERCIAL 

IN METROCENTER 
IN RESTORATION PLACE 
IN LITCHFIELD PARK OPS 
IN LP PROF. PLAZA 
IN WWOS LLC 
IN APS PROPERTIES 
IN BLACK CANYON CP 
PROPERTIES 

1000 SCOTT D. LENA M. PAUL N. 3500 
SUNCOR LPSCO m c n L m D  SASI SMLP 

.___________ _ _ _ _ _ _ - _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ - -  - - - - - - - - - - - -  - - _ - - - - - - - - -  

5,402,595 897,193 395,400 300,904 260,662 
85,856 375,064 14,396 113,166 

15,131 
650,044 
12,492 

(92.9071 
2,634,962 
6,881,947 
5.748.529 
5,184,808 

103.351 
194,492 
29.014 

134,069 
221,941 
51,837 
7,966 

450 .-. 
144,333 
350,634 
102,032 

22,211 
6,888 

1 

3.300.313 

498,513 

1,411,298 
4,856,231 

3,734,146 

6,616,664 
2,301,567 
6,640,236 

517,850 
15,413,739 

151,156,985 
4,144.115 
3,259.883 
4,940,770 

18.763.648 

11,382.590 
26,814.578 

(153,937) 

(152,101) 

(2,571,350) 
(404,512) 
146,585 

82,369,699 
3 , 4 1 3 , 6 0 8  

872.112 
3,821.322 
1,306,479 

247.225 
(148; 8091 
(221.422) 
281.411 
(178,047) 
168,239 

6,876 

422.040 
741,506 

(1,319,040) 



wwos 
LONG-TERN NOTES RECEIVABLE 
SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 
PROPERTY h EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TRXES 
WATER h SEWER UTILITY PROP, NET 
LPSCO RESTRICTED CASH FUNDS 
RANCHO VIEJO RESTRICTED CASH FUNDS 
SCOTTSOALE MOUNTAIN RESTRICTED CASH 

DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

3 , 5 7 4 , 0 7 7  
9 6 2 , 4 9 6  

1 0 , 0 0 0 , 0 0 0  
300.000 
7 7 0 , 8 2 1  

5 , 3 1 4 , 7 5 5  
2 6 , 5 3 3 , 9 2 1  

36,696 
3 3 , 2 7 9  

1 , 1 4 9 . 9 6 1  

3 2 1 , 4 6 8  

2 2 . 2 5 4 . 1 4 8  
2 , 3 9 4 , 6 4 9  

FUNDS 

3,300.313 

5 5 0 0  
PV _ _ _ _ _ _ _ _ - _ _ -  

( 5 9 7 , 6 1 9 )  
16 .1651  

LINDA H 
PVGC 

TONYA 
cLua WEST 

GAYE LYNN 
CC GOLF 

LARRY W. 
GHH _ _ _ _ _ _ _ _ _ _ _ _  

8 9 . 1 0 8  
7 0 8 , 0 6 0  

ACCOUNT DESCRIPTION _ _ _ _ _ _ - _ _ - - - _ - - - - - _  
CURRENT ASSETS 

CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 

INTERCOMPANY ACCOUNTS: 
SASI 
LPSCO 
CORAL CANYON 
SMLP 
PVGC 
CORAL CANYON GDLF 
CC DEVELOPMENT FROM CC GOLF COURSE 

1 3 1 , 8 5 7  
1 1 , 8 7 9  

3 8 , 3 8 4  
1 2 , 9 2 7  

4 3 . 7 1 1  
3 0 . 7 4 1  

( 5 4 , 8 0 9 )  

( 1 , 2 0 2 , 6 9 7 1  
( 6 , 8 8 1 , 9 4 7 1  
( 5 , 7 4 8 , 5 2 9 1  

SEDONA - DEVELOPMENT 
SEDONA - GOLF 
CLUB WEST 
WIGWAM RESORT 
HFS FINANCIAL SERVICES 
WESTWORLD DEVELOPMENT 
SANCTUARY GOLF 
INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY GOLDEN HERITAGE 
HOME INVENTORY RANCHO VIEJO 
HOME INVENTORY CORAL CANYON 

TOTAL CURRENT ASSETS 

LONG-TERM ASSETS 
DEVELOPMENT PROJECTS 
CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSOALE MOUNTAIN 
MARKETPLACE - AUTOPLEX 
TATUn IUINCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE 
BILTMORE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAND, 
EQUITY INVESTMENTS: 
EQUITY IN CTRPT ASSOC-LLP 
INVEST IN HAYDEN FERRY LAKESIDE 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS 11 h I11 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN SANCTUARY GOLF 
INVESTMENT IN HFS MORTGAGE 
CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KaBUTO/SUNCOR JV 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
INVESTMENT IN CLUB WEST G.C. 
PALM VALLEY GOLF CONTRIB. CAP 
INVESTMENT IN CORAL CANYON GOLF 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN RANCHLAND UTILITY 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

8 7 . 8 3 8  
4 2 . 7 5 6  

8 1 , 6 1 6  
7 , 3 1 5  

5 2 . 3 3 5  
2 0 0  2 4 . 3 4 2  

3 0 , 1 6 8 , 7 8 1  

I 
_____.______ ________..__ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ - _ _ _ -  

( 4 , 7 3 5 , 7 2 4 )  2 3 2 , 6 6 7  4 9 . 0 3 6  1 7 , 1 5 7 , 1 1 7  1603 .7831  

1 5 3 , 0 3 3 , 6 7 3  
6 8 , 1 5 7  

2 7 5 , 4 8 8  

2 3 5 . 2 4 3  

INVESTMENT IN FIDCLESTICKS-SCOTTS 
ZNVESTMENT IN FIDDLESTICKS-TEMPE 
IPNESTMENT :N FUNTASTICKS 
LNVESTMENT IN GENEPAL COMM OPS 
INVESTMENT IN PV WKETPLACE 
ZNVESTMENT IN DYSARTIMCDOWELL 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 



INVESTMENT IN PRLM VALLEY OFFICE PARK 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OPS 
INVESTMENT IN LP PROF. PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 
INVESTMENT IN BLACK CANYON CP 
COMMERCIAL PROPERTIES 
WWOS 
LONG-TERM NOTES RECEIVABLE 
SDC PWSE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 
PROPERTY h EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER 6 SEWER UTILITY PROP, NET 
LPSCO RESTRICTED CASH FUNDS 
RANCHO VIEJO RESTRICTED CASH FUNDS 
SCOTTSDALE MOUNTAIN RESTRICTED CASH FUNDS 

DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 

INTERCOMPANY ACCOUNTS: 
SASI 
LPSCO 
CORAL CANYON 
SMLP 
PVGC 
CORAL C W O N  GOLF 
CC DNELOPMENT FROM CC GOLF COURSE 
WWOS 
GOLDEN HERITAGE - GENERAL 129 
SCM-GENERAL 129 
HOMEBUILDING IIC INTEREST 12904 
HOMEBUILDING CASH ADVANCES 
COMMERCIAL - GENERAL 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA ~ GOLF 

WIGWM RESORT 
HFS FINANCIAL SERVICES 
WESTWORLD DEVELOPMENT 
SANCTUARY GOLF 
INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY GOLDEN HERITAGE 
HOME INVENTORY RANCHO VIEJO 
HOME INVENTORY CORAL CANYON 

cLua WEST 

TOTAL CURRENT ASSETS 

LONG-TERM ASSETS 
DEVELOPMENT PROJECTS 
CORAL CANYON 
HIDDEN HILLS 
RANCHO VIE30 
PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSDALE MOUNTAIN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 
TALAVI . 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE 
BILTMORE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAND 
EQUITY INVESTMENTS: 
EQUITY IN CTRPT ASSOC-LLP 
INVEST IN HAYDEN FERRY LAKESIDE 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (I h 111 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEWNA GOLF LC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN SANCTUARY GOLF 
INVESTMENT IN HFS MORTGAGE 
CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KABUTO/SUNCOR JV 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
iNVESTMENT IN S A S I  
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
INVESTMENT IN CLUE WEST G.C. 
PALM VALLEY GOLF CONTRIB. CAP 
INVESTMENT IN CORAL CANYON GOLF 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN RANCHLAND UTILITY 

12,382.937 8,478,448 6,395,332 

498.808 

397,125 
149.715 

5,182 (928,950) 
598,897 

40,362 
11,324 

288,460 867,751 290.466 
144. iia 

(101.122) (312.157) 
200.169 

(475.687) 
500,275 

6,840,673 

208.620 

450 115,455 

17,678,943 
17,088,092 

13,863,468 
15,732,205 

13,839,065 

4,913.292 

782.548 

1,474,224 
2,124,954 

22,080,662 
3,132,793 

2,500,094 

1,109,212 



INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN C O W L  CANYON 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL C O W  OPS 
INVESTMENT IN PV MARKPTPLACE 
INVESTMENT IN DYShRTIMCDOWELL 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 

INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
IWESTHENT IN LITCHFIELD PARK OPS 
ZNVESTMENT IN LP PROF. PLAZA 
ZNVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 
INVESTMENT IN BLACK CANYON CP 
CCMMERCIAL PROPEZTIES 

INVESTMENT IN PALM VALLEY OFFICE em,t 

yw"9 

3 4 , 0 3 0 , 1 4 4  
1 3 , 8 0 6 , 7 3 3  

LONG-TERM NOTES RECEIVABLE 
SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 
PROPERTY & EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER L SEWER UTILITY PROP, NET 
LPSCO RESTRICTED CASH FUNDS 
RANCHO VIEJO RESTRICTED CASH FUNDS 
SCOTTSDALE MOUNTAIN RESTRICTED CASH 

DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

5 1 9 . 4 0 1  
1 . 9 8 9  1 , 4 4 1 , 1 5 6  

FUNDS 

CREDIT REF DEBIT REF _ _ _ _ _ _ _ _ _ _ _ _  - - - - - - -  
CONSOLIDATED 

5 , 1 4 3 , 4 6 0 . 8 6  
2 , 4 6 8 , 0 4 6 . 0 9  

CURRENT ASSETS 
CASH AND SHORT TERN INVESTMENTS 
ACCOUNTS RECEIVABLE Y 1 7 7 , 2 2 0  

INTERCOMPANY ACCOUNTS: 
SASI 
LPSCO 
CORAL CANYON 
SMLP 
PVGC 
CORAL CANYON GOLF 
CC DEVELOPMENT FROM CC GOLF COURSE 
WWOS 

0.00 
0.00 
0.00 
0.00 
0.00 I 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

103.350.90 
1 9 4 , 4 9 2 . 3 8  
1 3 4 , 0 6 8 . 7 0  2 9 . 0 1 3 . 6 6  

0 . 0 0  
5 1 , 8 3 7 . 4 8  

7 , 9 6 5 . 9 0  
4 5 0 . 0 0  

2 5 4 , 5 3 6 . 6 0  1 4 4 , 3 3 2 . 9 9  

3 1 0 , 6 5 2 . 4 4  
2 6 2 , 1 5 0 . 8 2  
2 2 4 . 0 5 2 . 9 5  

2 7 , 0 7 4 , 2 9 0 . 2 1  
4 , 4 3 0 , 1 6 2 . 4 2  
2 , 4 4 9 , 4 3 5 . 0 0  

0 . 0 0  

4 3 , 2 8 8 , 2 9 9 . 4 0  
_ _ _ _ _ _ _ _ _ _ _ _ - - -  

1 5 , 7 3 1  
6 5 0 , 0 4 4  

1 2 , 4 9 2  

H 
X 
J 

N 4 , 9 4 0 , 7 7 0  
AA 5 4 . 8 0 9  

&A 6 , 8 4 0 , 6 7 3  

2 , 6 3 4 , 9 6 2  
6 , 8 8 1 , 3 4 7  
5 . 7 4 8 . 5 2 9  
5 , 1 8 4 , 8 0 8  

Q 9 2 , 9 0 7  
A 1 , 2 0 2 , 6 9 7  A 

C 5 , 7 4 8 , 5 2 9  C 
6 . 8 8 1 . 9 4 7  A 

B 

.- 
GOLDEN HERITAGE - GENERAL 1 2 9  
SCM-GENERAL 1 2 9  
HOMEBUILDING I/C INTEREST 1 2 9 0 4  
HOMEBUILDING CASH ADVANCES 
COMMERCIAL - GENERAL 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 
CLUB WEST 
WIGWAM RESORT 
HFS FINANCIAL SERVICES 
WESTWORLD DEVELOPMENT 
SANCTUARY GOLF 
INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY GOLDEN HERITAGE 
HOME INVENTORY RANCHO VIEJO 

Z 2 2 1 . 9 4 1  

9 6 . 0 9 7  

3,101,379 

HOME INVENTORY CORAL CANYON 

1 8 , 9 2 1 . 6 6 1  TOTAL CURRENT ASSETS 
LONG-TERM ASSETS 

DEVELOPMENT PROJECTS 
CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSDALE MOUNTAIN 
MARKETPLACE - AUTOPLEX 
TATUH RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE 
BILTMORE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAND 
EQUITY INVESTMENTS: 
EQUITY IN CTRPT ASSOC-LLP 
INVEST IN HAYDEN FERRY LAKESIDE 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (1 L IT) 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN SANCTUARY GOLF 
INVESTMENT IN HFS HORTGAGE 
CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KABUTO/SUNCOR JV 

1 7 , 6 7 8 , 9 4 3  00 
1 2 , 6 1 3 , 5 6 1 . 5 7  
1 3 , 8 6 9 , 4 6 8 . 4 3  

1 6 8 , 8 2 5 , 8 7 7 - 8 3  
6 8 . 1 5 6 . 7 0  

1 3 , 8 3 9 , 0 6 4 . 5 6  
3 , 3 0 0 , 3 1 2 . 7 1  
4 , 9 1 3 . 2 9 1 . 5 5  

4 9 8 , 5 1 3 . 1 5  7 8 2 , 5 4 7 . 9 1  

0.00 
0.00 
0.00 

1 , 4 7 4 , 2 2 3 . 5 7  
2 , 1 2 4 , 9 5 3 . 9 7  

0 . 0 0  
2 2 , 0 8 0 , 6 6 1 . 8 8  

3 , 1 3 2 , 7 9 2 . 6 0  
0 . 0 0  

2 7 5 . 4 8 8 . 3 2  

T 4 . 4 7 4 . 5 3 0  

1.431; 2 9 8 . 3 6  
4 , 8 5 6 , 2 3 7 . 2 6  
2 , 5 0 0 . 0 9 4 . 1 9  
3 , 7 3 4 , 1 4 6 -  32 

0 . o c  
0.00 

i Z . 9 9 3 . 7 9 4 . 7 2 )  R 3 , 6 1 0 , 4 5 8  



INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
INVESTMENT IN CLUE WEST G.C 
PALM VALLEY GOLF CONTRIB CAP 
INVESTMENT IN CORAL CANYON GOLF 
INVESTMENT IN RANCXO VIEJO 
INVESTMENT IN RANCHLAND UTILITY 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

I 20,413,693 I 
0 

22,727.157 
6,640,236 

517.850 

( 5 . 8 9 6 . 3 8 )  
0.00 
0.00 
0.00 

305.934.07 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0 . 0 0  
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0 . 0 0  

61,346.861.38 
13,806.738.53 
4,072,885.45 

0.00 
0.00 
0.00 

3.339.527.65 
7,406,474.15 
26,533,921.39 
23,668,369.51 
2,394,648.90 
600,356.97 

0.00 
0.00 

62,330.00 

418.617.990.78 
_ _ _ _ _ _ _ _ _ _ _ - _ _ _  

D 
F 
L 
V 
M 
z 
N 

AA 
U 
Y 
T 
W 

.- . 
15,087.805 

885.243 
151.156.985 
6.158.173 
3,442,026 
4.940.770 

54.809 
18,763,648 
1,109,212 
11,382.590 
27,073,923 

L 650.000 

M 
Z 

1,414,058 
182.143 

A4 

Y 

W 

s 
s 
S 

208.746 

152,101 

1 9 9 , 3 4 5  

4 , 3 9 3 . 8 6 5  
1,708,971 
475.282 

INVESTMENT 
INVESTMENT 
INVESTMENT 
INVESTMENT 
INVESTMENT 
INVESTMENT 
INVESTMENT 
INVESTMENT 

IN 
IN 
IN 
IN 
IN 
IN 
IN 
IN 
IN 

FIDDLESTICKS-SCOTTS 
FIDDLESTICKS-TEMPE 
FUNTASTICKS 
GENERAL COMM OPS 
PV MARKETPLACE 
DYSART/MCWWELL 

1,822.515 
1,304,459 
621.867 

82,369.699 
3,473,608 
872.112 

3,821.322 
1,306,479 
247,225 

PV PAVILIONS 
PV CROSSING 
PALM VALLEY OFFICE PARK 

s 148,809 
S 221,422 

S 178,047 

INVESTMENT 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TRLAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OPS 
INVESTMENT IN LP PROF. PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 
INVESTMENT IN BLACK CANYON CP 
COMMERCIAL PROPERTIES 
WWOS 

281,411 

168,239 
6,876 

422,040 
741,506 

s 1,319,040 

._ 
LONG-TERM NOTES RECEIVABLE 
SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 
PROPERTY h EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER & SEWER UTILITY PROP, NET 
LPSCO RESTRICTED CASH FUNDS 
RANCHO VIEJO RESTRICTED CASH FUNDS 
SCOTTSDALE MOUNTAIN RESTRICTED CASH 

P 
P 
G 

962.496 
10,000.000 

300,000 

FUNDS 

DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

31,665,522 

50,587.183 
_ _ _ _ _ _ _ _ _ _ _ _  



ACCOUNT DESCRIPTION ................... 
L1.ABILITIES: 

CURRENT LIABILITIES 
Alp 6 RFPENTION 
ACCRUED LIABILITIES 

ImERmmPmY ACWUNTS: 
LPSW ~ SDC 
SULP - SDC 
SCM-SDC CASH ADVANCES 267 
GH-SDC INTERCD CXPITAL 265 
WWS-SDC 
CLUB WEST 
CORAL CANYON 
CC W L P  CDURSE TO CC DEVELOPMENT 
RANCHLRNO-RANCHO VIWO 
INTEREST PAYABLE 
SIT NOTES PAYABLE 
545 MILLION TERM LOAN 
$55 MILLION R L C  
TEXXIRON LOAN - PVGC 
DEP PROFIT P UNEARNED RNFNUE 
PUCC IWTERCO PAYABLE 

CUSXUlER DEWSITS 
APS LAND ImERcu PAYABLE 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 
MHOS OWES SM: PH I LRND NDTE 

LPsm BONDS 
TEXTRON LOAN - W G C  
LOAN - CLUB WEST 
PENSION LIABILITY - SUNCOR 
PENSION LIABILITY - HIGWRII RESORT 
OTHER ACCRUED LIABILITIES 
DEPERRED TAXES 
LONG-TERII CUS?UMER DEPOSITS 
WNTRIB PROPERTY RIA 

TOTAL LIT LIABILITIES 

TOTAL LIABILITIES 

TOTAL EQUITY 

TOTAL LIABS AND ERUITY 

ACCOUNT DESCRIPTION 

LIABILITIES : 

CURRENT LIABILITIES 
AIP P RETENTION 
ACCRUED LIABILITIES 

INTERCOMPANY ACCOUNTS. 
,89,-" - F"P _. - _. --_ 
SMLP - SDC 
SCM-SDC CASH ADVANCES 267 
GH-SDC INTERCO CAPITAL 265 
WWOS-SDC 
CLUB WEST 
C O W  CANYON 
CC OOLP COURSE l'D CC DEVELOPMENT 
RANCHLRND-RANCHO VIEJO 
INTEREST PAYABLE 
SIT NOTES PAYABLE 
$45 MILLION TERM LOAN 
555 MILLION RLC 
TEXTRON LOAN - W G C  
DEF PROFIT L UNEARNED REVENUE 
PWCC INTERCO PAYABLE 
APS LAND INTERCD PAYABLE 
CUSTOMER DEPOSITS 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 
YWOS W E S  SDC PH I LAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORPOIUTE TERM NOTE 

LPSCO BONDS 
TEXTRON LOAN - PVGC 
LOAN . CLUB WEST 
PENSION LIABILITY - SUNWR 
PENSION LIABILITY - WIGWAM RESORT 

CORPORATE a x  

OTHER ACCRUED LIABILITIES 
DEFERRED TAXES 
LONG-TERM CUSTOMER DEPOSITS 
CONTRIB PROPERTY AIA 

SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATED BALANCE SHEET 

3 1 -DEC- 0 0 

3500 
SMLP 

PAUL N. 
SASI 

1000 SWTI D. LENA M .  
SUNCOR LPSCO RANCHLAND ............................................................ 

5,066 
10.676 

39.817 
133,843 

( 4 3 1  
403 

112,349 432,083 
4,629,880 9 4 4 , 4 1 6  

1 2 . a 9 2  
15.731 

818,757 
176.174 

3.101.379 
210.445 

41.864 ............................................................ 
176.534 215.521 28.234 8.872.810 1.392.229 

1 1 0 , 0 0 0 . 0 0 0  
5,215,000 

5,415,169 
3 1 0 , 8 4 0  
102.085 113,584 

3,796,171 316,275 

432,965 
17,613 

............................................................ 
115,828,091 9 , 4 6 1 , 7 4 9  459.859 0 0 ............................................................ 

636,393 215,524 28.234 124,700,904 10,851,978 

1.022.000 
355,368,522 
(65,174,6291 
11.539.252 

160.2431 176,0481 45.973 365,082 

3,486,768 
311.291 

15,021,462 

1 , 0 1 6 . 8 8 6  

........................................................... 
102,555,145 15,388,544 956.643 235,213 3,532,7411 ........................................................... 
427,256,049 26.242.522 1.591.036 450.767 3.560.975 

.---==*-=-.. __=iii.i_.j. ==-====*--== ==--=====--- iiiii--=i=ii 

GRYE LYNN LARRY U 1500 
PVGC C W B  WEST GHH PV 

TONYA 
CC W L P  

LIKDA H. 
............................................................ 

441.477 
829,549 

30.267 2.616.983 
72.137 270.000 

50.836 
56.696 

73.611 
43,641 

5 . 1 8 4 ,  8 0 8  
1,432,265 

221,941 

6,840,673 

1.425.056 ............................................................ 
117,253 329.473 6 , 9 4 3 , 0 7 7  10,929,112 1,271,026 

3,132,685 
4 , 8 3 0 , 4 1 4  

1,514.152 

............................................................ 



TOTAL LIT LIABILITIES 

TOTAL LIABILITIES 

MINORITY INTEREST 
SDC CDMlloN STMlx 
SM: I\DDITIONAL PAIO IN CAPITAL 
SDC ERRNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SWSIDIRRY EARNINGS-CURRENT 
SUBSIDIARY EQUITY; 

LPSCO 
SABI 
SMLP Y3500  
PVCC 
CLUB WEST 
HOMEBUIWING 
PALM VALLEY w o o  

MINORITY INTEREST 
SDC CDMlloN STMlx 
SM: I\DDITIONAL PAIO IN CAPITAL 
SDC ERRNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SWSIDIRRY EARNINGS-CURRENT 
SUBSIDIARY EQUITY. 

LPSCO 
SABI 
SMLP Y3500  
PVCC 
CLUB WEST 
HOMEBUIWING 
PALM VALLEY w o o  
W U T O  JV X3000 
CWMERCIAL PROPERTIES X2000 
HIDDEN HILLS X3300 

RANCHLANU UTILITI 
RANCHO VIWO ~ 6 6 0 0  

c o w  CANYGN ~ 3 9 0 0  
TUTAL EQUITY 

TOTAL LIABS AND EQUITY 

ACCOUNT DESCRIPTION 

LIUBILITIES; 

CURRENT LIABILITIES 
A/P h RETENTION 
ACCRUED LIABILITIES 

INTERCOMPANY ACCOUNTS: 

SMLP - EDC 
S M - S D C  CASH ADVANCES 267 
GH-SDC INTERCO CAPITAL 265 
m s - S D C  
CLUB WEST 
CORAL CANYON 

LPsm - SDC 

CC W L F  MURSE TU CC DEVELOPMENT 
RANCHLAND-RANCHO VIEJO 
INTEREST PAYABLE 
S I T  NOTES PAYABLE 
$45 MILLION TERM W A N  
$55 MILLION RLC 
TEXTRON LOAN - PVCC 
DE? PROFIT (. UNEARNED REVEKVE 
PUCC INTERCO PAYABLE 
APS LAND INTERCO PAYABLE 
CUSTUMER DEPOSITS 

WNG-TERH LIABILITIES 
LONG-TERH NOTES PAYABLE 
WWOS OVES SDC PH I LlLW NDTE 
WUOS RLC PAYOFF BY SOC 
CORPORATE TERM NOTE 
CORPOPATE RLC 

TEXTRON W A N  - PVGC 
LOAN - CLUB WEST 
PENSION LIABILITY - SUNCOR 
PENSION LIABILITY - U I G W W  RESORT 
O M E R  ACCRUED LIUBILITIES 
DEFERRED TAXES 
LONG-TERM CUSTUMER DEPOSITS 
CONTRIB PROPERTY AIA 

LPsm BONDS 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

MINORITY INTEREST 
SDC COMMON STOCK 
SDC ADDITIONAL PAID IN C-ITAL 
SDC ERRNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUBSIDIARY EQUITY. 

Lpsm 

. 
CLUB WEST 
H0MEBUIW)ING 
PALM VALLEY US500 
$ABUT0 Jy Y l O O O  
COMMERCIAL PROPERTIES X2000 
HIDDEN HfLLS Y3300 
RANCHO VIEJO Y6600 
RANCH- UTILITY 
C O W  CANYON U3900  

TOTAL EQUITY 

TOTAL LIABS AND EOUITY 

ACCOUNT DESCRIPTION 

LIABILITIES: 

CURRENT LIABILITIES 
AIP b RETENTION 
ACCRUED LIABILITIES 

INTERMMPANY UCMUNTS: 
Lesm - SDC 
SMLP - SDC 
SCM-SDC CASH AOVANCES 267 
CH-SDC INTERCO CAPITAL 265 
wuos-SDC 
CLUB WEST 
CORAL CANYON 
CC W L F  COURSE TU CC DEVELOPMENT 
RANCHLAND-RANCHO VIEJO 
INTEREST PAYABLE 
S/T NOTES PAYABLE 
$45 HILLION TERM LOAN 
$55 MILLION R L C  
TEXTRON LOAN - PVGC 
DEF PROFIT L UNEARNED REVENUE 
PWCC INTERCO PAYABLE 
APS LRND INTERM PAYABLE 

0 0 1.514.152 3.332.685 4,830,474 

3.449.938 5.159.946 6,943,077 IO. 929.112 2.785.178 
............................................................ 

............................................................ 
4,744,115 3.551.169 1210.2481 7,158,086 151.156.985 

8 , 1 9 4 , 0 5 3  s . 7 n . 1 1 i  6,731,829 18.o87.198 153,942,161 
............................................................ 
s.**-==s-*=s *i=j==jjiii= .i-illns=ii= s.ll-iiiiiii ==*-==-==-.- 

3 3 0 0  R. VIEJO 3900 
JOYCE L. C. CANYON 

5 5 0 1  
KABUTO JV COnM . H HILLS ............................................................ 

32,619 
84.320 

182,016 
1,336,432 

(92,9071 

96,097 

612.629 
517.221 

262,717 
46,428 

6 5 5 . 3 8 1  

224.013 ............................................................ 
116.939 1,521,619 1.129.850 1 . 5 6 7 . 0 8 3  964,526 

962.496 
10.000.000 

3 6 3 , 4 5 0  

............................................................ 
0 11.325.947 3 Y 0 

116,939 12.847.586 1.129.850 1 , 5 6 7 , 0 8 3  964,526 
............................................................ 

1156.7261 

27.031.304 ............................................................ 
11.727.308 89,012,855 1 5 . 8 5 7 . 1 2 0  1 8 . 7 6 3 . 6 4 7  26,874,578 

13.844.2a7 101.n60.441 1 6 , 9 8 6 , 9 7 0  20.33a.730 27.839.104 
............................................................ 
-..sj.=ll==i ==--.-=.-=.= liii==iii=i- *...-lll*.ll ===*=.*.-==- 

CONSOLIDATING h ELIMINATING ENTRIES .................................................................. 
REP DEBIT REF CREDIT CONSOLIDATED ............................. .................................. 

H 1 5 . 7 3 1  
J 12.192 

A 1,132,265 
B s.184.808 

2 221,941 
X 6 5 5 . 3 8 1  

AA 6,840,673 
Y 176.114 
P 96,021 

E 3,101,379 

0 92.907 

6,006.056.03 9 . 2 0 ~ , 0 ~ 2 . ~ 6  

0.00 
0.00 
0 . 0 0  
0 . 0 0  
0.00 
0.00 
0.00 
0 . 0 0  

0.00 

0.00 
0.00 
0.00 
0.00 

o a0 

818,832.84 

0.00 
210.445 06 

0.00 



e N S T O ~ R  DEwsIrs 

WNG-TERM LIABILITIES 
LONG-TERH NOTES PAYABLE 
WWOS OWES SDC PH I W D  NOTE 
WWOS RLC PAYOFF BY SCC 
CORWWTE TERM NOTE 
CORPORATE RLC 

TEXTRON W A N  - PVOC 
LOAN - CLUB NEST 
PENSION LIABILITY - SUNCOR 
PENSION LIABILITi - WIGWAM RESORl 
OTHER ACCRUED LIABILITIES 
DEFERRED TAXES 
WNG-TKRH CUSTOMER DEWSITS 
CONTRIB PROPERTY AIA 

LPsm BONDS 

TOTAL LIT LIABILITIES 

TOTAL LIABILITIES 

TOTAL EQUITY 

TOT& LIABS AND EQUITY 

17 ,736 ,865  

P 962,496 
P i o , o o o . o a o  

1 . 6 9 0 . 9 3 3 . 3 1  

1 7 , 9 3 1 , 3 4 9 . 8 6  

0.00 
0.00 
0 . 0 0  

110,000.000.00 
5 , 2 1 5 , 0 0 0  00 
3 , 3 3 2 . 6 8 5 . 2 1  
4 . 8 3 0 . 4 7 3 . 7 5  
5.115.168.77 

3 1 0 , 8 4 0 . 3 4  
2 . 5 2 6 . 2 3 6 . 9 0  
4 , 1 1 2 . 4 4 5 . 6 4  1 7 . 6 1 3 . 0 0  

0.00 
.__._...._.. ....._...-....- 

0 1 3 5 , 7 9 0 , 1 6 3  67 
___...______ ...._..---..-.- 

9 2 . 9 0 7  1 5 3 . 7 2 i . n i 3 . 5 3  

I.R. 2 1 6 , 2 2 2 , 0 8 6  5 , 6 2 9 . 1 3 1 . 3 4  

3 5 5 , 3 6 8 , 5 2 1 . 9 4  

1 1 . 5 1 9 . 2 5 2 . 1 0  

1.Z 1 0 . 5 9 2 . 7 5 4  1 , 0 2 2 , 0 0 0 . 0 0  

1 6 ~ , 3 7 c l . 6 2 8 . n 1  

F , G  15 ,023 ,462  
L 961.291 
I 3 4 , 4 0 7 , 5 0 1  
n 6 . 1 5 8 . 1 n  
z 3 , 8 1 9 , 0 2 6  
D 1 , 8 7 8 , 1 2 4  

s 84 ,216 ,204  

Y 132 ,743 .601  
R 1 3 . 1 2 9 . 2 2 7  

T 14 ,460 ,229  
U 1 6 , 1 5 5 . 8 6 9  
Y 1 ,109 ,212  
W 27 .073 ,924  

L 
I 
n 

Y 
w 

650.000 
1 0 , 9 2 0 , 7 3 3  

461.618 

92 ,325  
1 2 . 6 2 0  

....._._.... 
~ , 8 9 2 . 7 i n  _.__........ 
5 0 . 2 0 7 . 7 7 0  

0 . 0 0  
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

10.00:  
0.00 
0.00 
0.00 

t 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING INCOME STATEMENT 
FOR THE YEAR ENDING DECEMBER 31, 2000 (UNAUDITED) 

RANCHLAND 
SIMCOR LPSCO UTILITY SCTS MTN _ _ _ - _ - - _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ - - - - - - - -  ACCOUNT DESCRIPTION 

REVENUES 
Home Sales 
Land Sales 
Commercial Properties 
Utility Sales 
Management Fees 

42,691,399 294,150 
8.757.862 

845,515 
3,323,224 65.146 

_ _ _ _ _ _ _ _ _ _ _ _  - _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _  - - - - _ - - - - - - _  
3.323.224 65,146 294,150 52.294.776 TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
Cost of Homes Sold 
Cost of Land Sold 
Commercial Properties 
Utility Expense 
Land Project Costs 
General & Administrative 
Depreciation & Amortization 

11,223,011 
7,886,356 

1,390,669 
11,306,175 
2.103.895 - - - - - - - - - - - - 

39,910,106 

12,384,670 

250,416 

18,155 
59,269 

- _ - - - - - - - -  
327,840 

(33.690) 

2,292,872 86,505 

335.546 38,884 _ _ _ _ _ _ _ _ _ _ _  __-.-_-_-___ _. 
2.628.418 125,389 

694,806 (60,243) 

TOTAL OPERATING EXPENSES 

NET OPERATING INCOME/ (LOSS) 

OTHER INCOME AND GAINS 
Equity in Joint Ventures 
Interest Income 
Other 

2,324.093 
843,509 223,432 

1,063,507 3,106 
45.877 

TOTAL OTHER INCOME AND GAINS 

INTEREST EXPENSE, NET 
Interest Expense 
Less: Capitalized Interest 

8,968,228 
(6,201,668) _ _ _ _ _ _ _ _ _ _ _ -  
2,766,560 

(85.7151 

13,934,934 

7,515,478 _ _ _ _ _ _ _ _ _ _ _ _  
S 6.419.456 
===--=--=--- 

TOTAL INTEREST EXPENSE, NET 

INCOME BEFORE TAXES 

Minority Interest 

Income Taxes 

NET INCOME/(LOSS) 

PVGC GHH wwos 
HIDDEN 
HILLS ACCOUNT DESCRIPTION _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Home Sales 
Land Sales 
Commercial Properties 
Utility Sales 
Management Fees 

REVENUES 
62,417.638 

540,000 4,975,000 
2,712,685 1,996,347 

_ _ _ _ _ _ _ _ _ _ _ _  _________._. _ _ _ _ _ _ _ _ _ _ _ _  ____.__..__. 

2,712,685 62.957.638 1,996,347 4,975,000 TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
Cost of Homes Sold 
Cost of Land Sold 
Commercial Properties 
Utility Expense 
Land Project Costs 
General & Administrative 
Depreciation & Amortization 

52,467,030 
400,379 

846.272 
4,060,531 

268.745 
128,731 

300.823 

2,403,103 
575,122 _ _ _ _ _ _ _ _ - _  _ _  - 

3,279,048 

1566.3631 

5.449.460 
552,175 774,396 _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _  - 

58,869,044 1,620,668 

4,088,594 375,679 

4,458,007 

516,993 

TOTAL OPERATING EXPENSES 

NET OPERATING INCOME/lLOSSI 

OTHER INCOME AND GAINS 
Equity in Joint Ventures 
Interest Income 
Other 

6,244 8.350 
207,146 

TOTAL OTHER INCOME AND GAINS 

INTEREST EXPENSE, NET 

207.146 6,244 8,350 

Interest Expense 
Less: Capitalized Interest 

TOTAL INTEREST EXPENSE. NET 

Minority Interest 

INCOME BEFORE TAXES 

Income Taxes 

NET INCOME/lLOSSl S (952.440) 5 4,295,740 S (626,3201 $ 525,343 



REVENUES 

TOTAL OPERATING REVENUES 

OPERATING EXPENSES 

TOTAL OPERATING EXPENSES 

NET OPERATING INCOME/(LOSSI 

OTHER INCOME AND GAINS 

TOTAL OTHER INCOME AND GAINS 

INTEREST EXPENSE, NET 

CORAL 
ACCOLNT DESCRIPTION CANYON - - _ _ - _ _ _ _ _ _ -  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Home Sales 5,438.779 
Land Sales 1,311,125 
Commercial Properties 
Utility Sales 
Management Fees - - - _ _ _ _ - _ _ - -  

6,749,904 

Cost of Homes, Sold 4,429,026 
Cost of Land Sold 1,083.259 
Commercial Properties 
Utility Expense 
Land Prolect Costs 22,331 

1,505,561 General & Administrative 
Depreciation & Amortization 31,209 

7,071.386 

(321.482) 

Equity in Joint Ventures 
Interest Income 7,069 
Other 16,384 _ _ _ _ _ _ _ _ _ _ _ _  

23.453 

RANCHO 
VIEJO _ _ _ _ _ _ _ - - - - -  

21,822,719 
847,651 

17,345,849 
458.306 

241.396 
1.974.067 

246.078 

20.265.696 

2,404,674 

Interest Expense 
Less: Capitalized Interest 

TOTAL INTEREST EXPENSE, NET 

INCOME BEFORE TAXES 

Minority Interest 

(298.0301 

Income Taxes 

2,435,349 

NET INCOME/ (LOSS1 

CONSOLIDATED 
INCOME 

89,679.136 
50,659,325 
13.466.894 
3,388,370 

845,515 

158,039,240 

74,241,905 
23.475.902 
9,033,451 
2,379,317 
1.941.295 

22,826,366 
4,657,305 

138,555,601 

19,483,633 

2,324,093 
1,134,851 
1,321,046 

4,779,990 

10,672,028 
(6,201,6681 _ _ _ _ _ _ _ _ - - - _  
4,470,360 

489,978 

19,303,291 

1,764,040 
________.--- 

S 11,539,251 
-==-=-*-===- 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 2000 CONSOLIDATING & ELIMINATING ENTRIES 

A. SCM INTERCO RIP TO SDC 
SDC A/R FROM SCM 

GH INTERCO CAPITAL FROM SDC - ACQUISITION 
GH INTERCO A/P TO SDC 
SDC A/R FROM GH 

B. HOMEBUILDING CASH ADVANCES FROM SDC 
SDC CASH ADVANCES TO HOMEBUILDING 

C. SCM INTERCO CAPPED INTEREST 
SDC INTERCO INTEREST A/R FROM SCM 

ELIMINATE INTERCO RECEIVABLES/PAYABLES BETWEEN HOMEBUILDING AND SDC 

D. HOMEBUILDING ACCUMULATED EARNINGS 
SDC INVESTMENT IN GH 
SDC DUE DILIGENCE COSTS - GHH ACQUISITION 
SDC INVESTMENT IN SCM 

HOMEBUILDING CURRENT YEAR EARNINGS 

ELIMINATE SDC INVESTMENT IN GOLDEN HERITAGE & SCM 

E. DEFERRED INTERCO PROFIT 
HOME INVENTORY 

ELIMINATE DEFERRED PROFIT ON INTERCO LOT SALES TO HOMEBUILDING 

F. LPSCO COMMON STOCK 
LPSCO PAID IN CAPITAL 
LPSCO EARNINGS - PRIOR 
LPSCO EARNINGS - CURRENT YEAR 

SDC INVESTMENT IN LPSCO - CONTRIB CAPITAL 
SDC INVESTMENT IN LPSCO - EARNINGS 
SDC DEFERRED TAXES DIFFERENTIAL 

ELIMINATE SDC INVESTMENT IN LPSCO 

G. LPSCO LONG-TERM NOTES PAYABLE 
SDC LONG-TERM NOTES RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY NOTE WITH SDC 

H. LPSCO ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY A/R WITH SDC 

I. SMLP CONTRIBUTED CAPITAL - MINORITY INT 
SMLP CONTRIBUTED CAPITAL - SDC GP 

SMLP CONTRIBUTED CAPITAL - SDC LP 

SMLP EARNINGS - PRIOR 
SMLP EARNINGS - CURRENT YEAR 
MINORITY INTEREST CONTRIBUTED CAPITAL 

SMLP DISTRIBUTED CAPITAL - SDC GP 

SMLP DISTRIBUTED CAPITAL - SDC LP 

MINORITY INTEREST - PRIOR (35%) 
MINORITY INTEREST - CURRENT YEAR (35%) 
SDC INVESTMENT IN SMLP - LP 

SDC INVESTMENT IN SMLP - GP 
SDC INVESTMENT IN SMLP - EARNINGS 

SDC DISTRIBUTIONS FROM SMLP - LP 
SDC DISTRIBUTIONS FROM SMLP - GP 

SDC LAND BASIS DIFFERENTIAL 

ELIMINATE SDC INVESTMENT IN SMLP #3500 

J. SMLP ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

DEBIT CREDIT _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ - - - - -  
$6,881,947.37 

$6,881,947.37 

$1,432,265.22 
$1,202,697.24 

$2,634,962.43 

$5,184,807.73 
$5,184,807.73 

$5.748.529.44 
$5.748.529.47 

$2,878,324.34 
$6,640,235.87 

$ 517,849.94 
$4,279,761.47 

$3,101,378.61 
$3,101,378.61 

X 78,200.00 
13,128,556.85 
1,516,705.00 

365,081.67 t 
13,206,756.86 
1,881,048.20 

x 300,000.00 

15,730.51 

300,000.00 

15,730.51 

X 10,507,040.00 

13,483,361.00 

6,930,332.00 

490,147.01 

2,100,000.00 

31,817,353.69 
45,973.27 

10,507,040.00 
11,710,226.79 

16,090.64 
2,100,000.00 

490,147.01 

20,137,009.52 

6,955,259.26 

13,458,433.74 

X 12,491.79 
12,491.79 



L. 

M. 

N. 

0. 

P. 

Q. 

R. 

S. 

SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 2000 CONSOLIDATING & ELIMINATING ENTRIES 

ELIMINATE SMLP INTERCOMPANY A/R WITH SDC AND HOMEBUILDING (PREMIUMS) 

SASI CONTRIBUTED CAPITAL 
SASI CAPITAL DISTRIBUTIONS 
SASI EARNINGS - PRIOR YEARS 
SASI EARNINGS - CWRREXT YEAR 
PV INVESTMENT IN SASI - CONTRIB CAPITAL 
PV INVESTMENT IN SASI - EARNINGS 

PV INVESTMENT IN SASI - DISTRIBUTIONS 

ELIMINATE PALM VALLEY INVESTMENT IN SASI 

PVGC BOOKS - SDC CONTRIBUTED CAPITAL 
PVGC EARNINGS - PRIOR YEARS 
PVGC EARNINGS - CURRENT 
SDC INVESTMENT IN PVGC - EARNINGS 
SDC INVESTMENT IN PVGC - CONTRIB CAPITAL 

ELIMINATE SDC INVESTMENT IN PALM VALLEY GOLF 

SDC CONTRIB. CAPITAL TO PVGC 
PVGC ACCOUNTS RECEIVABLE 

INTENTIONALLY LEFT BLANK. 

WWOS INTEREST PAYABLE - RLC 
SDC 
SDC 

INTEREST 
INTEREST 

RECEIVABLE 
RECEIVABLE 

PHASE 
RLC 

1 LAND 

WWOS NOTES PAYABLE - PHASE 1 LAND 
SDC NOTES RECEIVABLE - PHASE 1 LAND 

WWOS NOTES PAYABLE - RLC 
SDC NOTES RECEIVABLE ~ RLC 

ELIMINATE WWOS INTERCOMPANY NOTES AND INTEREST WITH SDC 

WWOS ACCOUNTS PAYABLE 
SDC ACCOWNTS RECEIVABLE 

ELIMINATE WWOS INTERCOMPANY A/R WITH SDC 

KABUTO CONTRIBUTED CAPITAL - SDC 
KABUTO CONTRIBUTED CAPITAL - KABUTO 
KABUTO CURRENT PERIOD EARNINGS 

MINORITY INTEREST 
SDC INVESTMENT IN KABUTO - CONTR CAPITAL 
SDC INVESTMENT IN KABUTO - EARNINGS 

ELIMINATE SDC INVESTMENT IN KABUTO JV # 3 0 0 0  

COMMERCIAL OPS CONTRIBUTED CAPITAL 
COMMERCIAL EARNINGS - PRIOR 
COMMERCIAL EARNINGS - CURRENT YEAR 
SDC INVEST IN GEN COMMERCIAL OPS - EARNINGS 

SDC INVEST IN GEN COMMERCIAL OPS - CONT CAPITAL 
SDC INVEST IN HAYDEN FERRY LAKESIDE 
SDC INVESTMENT IN OUTER LIMITS - PURCHASE 
SDC INVESTMENT IN FIDDLE (SCOTTS) - CONT CAPITAL 
SDC INVESTMENT IN FIDDLE (SCOTTS) - EARNINGS 
SDC INVESTMENT IN FUNTASTICKS - CONT CAPITAL 
SDC INVESTMENT IN FWNTASTICKS - EARNINGS 
SDC INVESTMENT IN FIDDLE (TEMPE) - CONT CAPITAL 
SDC INVESTMENT IN FIDDLE (TEMPE) - EARNINGS 
SDC INVESTMENT IN APS PROPERTIES - EARNINGS 
SDC INVESTMENT IN BLACK CANYON CP - EARNINGS 
SDC INVESTMENT IN PV MARKETPLACE - EARNINGS 
SDC INVESTMENT IN PV PAVILIONS - EARNINGS 

X 4 8 9 , 0 2 3 . 2 2  

4 7 2 , 2 6 7 . 9 5  
6 5 0 , 0 0 0 . 0 0  

7 6 , 0 4 8 . 0 0  
4 8 9 , 0 2 3 . 2 2  

650,000.00 
3 9 6 , 2 1 9 . 9 5  

X 6 , 1 5 8 , 1 7 3 . 1 4  
4 6 1 , 6 1 7 . 5 1  
9 5 2 , 4 4 0 . 1 6  

6 , 1 5 8 , 1 7 3 . 1 4  
1 , 4 1 4 , 0 5 7 . 6 7  

X 

X 

4 , 9 4 0 , 7 7 0 . 4 2  
4 , 9 4 0 , 7 7 0 . 4 2  

9 6 , 0 9 7 . 4 5  
2 1 , 9 3 4 . 1 6  
7 4 , 2 6 3 . 2 9  

9 6 2 , 4 9 6 . 4 4  
9 6 2 , 4 9 6 . 4 4  

x 1 0 , 0 0 0 . 0 0 0 . 0 0  
20,000.000.00 

X 9 2 , 9 0 6 . 6 3  9 2 , 9 0 6 . 6 3  I 

X 9 , 6 1 0 , 4 5 8 . 2 5  
4 , 1 1 8 , 7 6 8 . 3 0  

1 , 9 1 8 . 9 5  
4 , 1 1 8 , 7 6 8 . 3 0  
9 , 6 1 0 , 4 5 8 . 2 5  

1 , 9 1 8 . 9 5  

X 7 4 , 0 2 1 , 6 8 8 . 2 6  
1 0 , 1 9 4 , 5 1 6 . 1 3  

4 , 7 9 6 , 6 5 0 . 7 3  
4 , 2 2 2 , 6 8 1 . 7 3  

7 5 , 1 3 3 , 5 0 7 . 8 7  
3 , 0 1 3 , 5 0 9 . 3 5  
1 , 8 2 2 , 5 1 4 . 9 4  

3 , 7 6 1 , 7 7 8 . 7 5  
6 3 2 , 0 8 6 . 4 8  
4 7 5 i 2 8 1 . 5 7  

1 , 7 0 8 , 9 7 1 . 0 7  
6 2 1 , 8 6 6 . 5 0  

1 , 3 0 4 , 4 5 9 . 0 3  
4 2 2 , 0 3 9 . 7 7  
7 4 1 , 5 0 5 . 8 0  

3 , 4 7 3 , 6 0 8 . 1 7  
3 , 8 2 1 , 3 2 1 . 7 5  



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 2000 CONSOLIDATING & ELIMINATING ENTRIES 

T. 

U. 

V. 

W. 

X. 

Y. 

2. 

SDC INVESTMENT IN DYSART/MCDOWELL CENTER 
SDC INVESTMENT IN PV CROSSING 
SDC INVESTMENT IN PV OFFICE PARK 
SDC INVESTMENT IN METROCENTER 
SDC INVESTMENT IN RESTORATION PALACE 
SDC INVESTMENT IN LITCHFIELD PARK OPS 
SDC INVESTMENT IN AUTOPLEX 
SDC INVESTMENT IN TALAVI - EARNINGS 
SDC INVESTMENT IN W O S  - EARNINGS 
SDC INVESTMENT IN LP PROF. PLAZA ~ EARNINGS 

ELIMINATE SDC INVESTMENT IN COMMERCIAL OPERATIONS R2OOO 

HIDDEN HILLS SDC CONTRIBUTED CAPITAL 
GLAZ CONTRIBUTED CAPITAL, NET 

GLAZ INVESTMENT IN HIDDEN HILLS - CONT CAPITAL 
HIDDEN HILLS EARNINGS - PRIOR 
HIDDEN HILLS EARNINGS - CURRENT YEAR 

SDC INVESTMENT IN HIDDEN HILLS - EARNINGS 
SDC INVESTMENT IN HIDDEN HILLS - CONT CAPITAL 

ELIMINATE SDC INVESTMENT IN HIDDEN HILLS JV R3300 

SDC INVESTMENT IN RANCHO VIEJO - EARNINGS 
SDC INVESTMENT IN RANCHO VIEJO - CAPITAL 

RANCHO VIEJO CONTRIBUTED CAPITAL 
RANCHO VIEJO EARNINGS - PRIOR 
RANCHO VIEJO EARNINGS - CURRENT YEAR 

ELIMINATE SDC INVESTMENT IN RANCHO VIEJO JV 66600 

PV CONTRIBUTED CAPITAL 
PV EARNINGS - PRIOR 
PV EARNINGS - CURRENT YEAR 
SDC INVESTMENT IN PALM VALLEY - EARNINGS 
SDC INVESTMENT IN PALM VALLEY - DEVELOP 

ELIMINATE SDC INVESTMENT IN PALM VALLEY #5500 

COXAL CANYON CONTRIBUTED CAPITAL 
CORAL CANYON - PRIOR 
CORAL CANYON - CURRENT YEAR 

SDC INVESTMENT IN CORAL CANYON - DEVELOP 
SDC INVESTMENT IN CORAL CANYON - EARNINGS 

CORAL CANYON ACCOUNTS PAYABLE 
CORAL CANYON INTERCOMPANY INVOICES 

SDC ACCOUNTS RECEIVABLE 

ELIMINATE SDC INVESTMENT IN CORAL CANYON #3900 

RANCHLAND - CURRENT YEAR 
RANCHLAND - PRIOR YEARS EARNINGS 
RANCHLAND - CONTRIBUTED CAPITAL 
RANCHLAND - DUE TO/FROM RANCHO VIEJO 

RANCHO INVESTMENT IN RANCHLAND UTILTY-CAPITAL 
SDC INVESTMENT IN RL UTILTY-EARNINGS PRIOR 
SDC INVESTMENT IN RL UTILTY-EARNINGS CURRENT 
RANCHO - DUE TO/FROM RANCHLAND UTILITIES 

ELIMINATE RANCHO INVESTMENT IN RANCHLAND UTILITY 

CLUB WEST - MINORITY INTEREST 
CLUB WEST - SDC CONTRIBUTED CAPITAL 
CLUB WEST - CURRENT YEAR EARNINGS 
CLUB WEST - PRIOR EARNINGS 
CLUB WEST - INTERCOMPANY WITH SDC 

MINORITY INTEREST-32a 
SDC INVESTMENT - EARNINGS 
SDC INVESTMENT - CAPITAL 
CWGC CONTRIBUTED CAPITAL - MINORITY INT 
SDC INTERCOMPANY WITH CLUB WEST 

DEBIT CREDIT - - - - - - - _ - _ - - _  _ _ _ _ _ _ - - - - _ _ _  
872,111.61 

1,306,478.79 
247,225.04 
281,410.66 

168,239.27 
178,046.92 

148,809.37 
221.422.43 

1,319,039.52 
6,875.56 

X 9,898,479.18 
4,474.530.28 

87.219.79 
4.474.530.28 

1,396,891.01 
1,484,110.80 
9,898,478.90 

X 3,936,793.89 
14,826,853.90 

14,826,853.90 
1,329,014.88 
2,607,778.40 

X 118,191,627.22 
14,551,973.51 
18,413,384.22 

32,965,357.73 
118,191,627.22 

< 

27,073,924.12 
42,620.30 

156,726.00 
27,073,923.10 

199,345.28 

655,380.98 
5,708.26 

650,044.04 

60,243.14 
92,325.37 

1,109.211.60 
176,174.00 

92,325.37 
59.775.62 

1,109,211.60 

177,219.76 

377.C00.00 

221,941.29 
85.714.39 

182,143.09 
3,442,026.39 

377,000.00 
221.941.29 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 2000 CONSOLIDATING & ELIMINATING ENTRIES 

DEBIT CREDIT _ _ _ _ _ _ _ _ - - - - -  ___________._ 

ELIMINATE SDC INVESTMENT IN CLUB WEST 

AA CORAL CANYON GOLF - CURRENT YEAR EARNINGS 
CORAL CANYON GOLF COURSE - INTERCOMPANY WITH CORAL CANYON DEVELOPMENT 
CORAL CANYON DEVELOPMENT - INTERCOMPANY WITH CORAL CANYON GOLF COURSE 

SDC INVESTMENT EARNINGS 

ELIMINATE SDC INVESTMENT IN CORAL CANYON GOLF CLUB 

210,248.19 

6,840,673.00 

54,809.40 

6,840,673.36 

54,809.40 

208,745.93 
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Adopted November 9, 1939 File No. 69-306 

SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 

FORM U-3A-2 

STATEMENT BY HOLDING COMPANY 

FROM THE PROVISIONS OF THE 
PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 

CLAIMING EXEMPTION UNDER RULE U-3A-2 

To Be Filed Annually Prior to March 1 

Pinnacle West Capital Corporation 

(Name of Company) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

hereby files with the Securities and Exchange Commission, pursuant to Rule 2, 
its statement claiming exemption as a holding company from the provisions of the 
Public Utility Holding Company Act of 1935, and submits the following 
information: 

a 
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1. NAME, STATE OF ORGANIZATION, LOCATION AND NATURE OF BUSINESS OF CLAIMANT 
AND EVERY SUBSIDIARY THEREOF, OTHER THAN ANY EXEMPT WHOLESALE GENERATOR 
(EWG) OR FOREIGN UTILITY COMPANY IN WHICH CLAIMANT DIRECTLY OR INDIRECTLY 
HOLDS AN INTEREST. 

Pinnacle West Capital Corporation (tBClaimantBt), having been incorporated on 
February 20, 1 9 8 5  under the laws of the State of Arizona, and having its 
principal executive offices at 4 0 0  East Van Buren, Suite 700, Phoenix, Arizona 
8 5 0 0 4 ,  was organized principally to acquire and hold securities of other 
corporations for investment purposes. The following are the subsidiaries of the 
Claimant: 

a. Arizona Public Service Company (llAPStt or the tBCompanytt), is engaged 
principally in serving electricity in the State of Arizona. Incorporated in 
1 9 2 0  under the laws of the State of Arizona and having its principal 
executive offices at 4 0 0  North Fifth Street, Phoenix, Arizona 85004,  APS 
became a subsidiary of the Claimant pursuant to a corporate restructuring 
plan approved by the Company's shareholders on April 1 8 ,  1 9 8 5 .  

(1) AXIOM Power Solutions, Inc. (ttAXIOMBt) - -  an Arizona corporation 
having been incorporated on October 29 ,  1 9 9 6  and having its principal 
executive offices at 4 0 0  E. Van Buren, Phoenix, Arizona 8 5 0 0 4 ,  was 
organized primarily to sell security and energy management products 
and services. AXIOM is a wholly-owned subsidiary of APS. 

( 2 )  Bixco, Inc. (ltBixcott) - -  an Arizona corporation having been 
incorporated on June 4 ,  1 9 7 1  and having its principal executive 
offices at 4 0 0  North Fifth Street, Phoenix, Arizona 8 5 0 0 4 ,  was 
organized primarily to conduct exploration activities for energy 
resources and other valuable minerals. Subsequent to the sale of its 
oil and natural gas properties in 1 9 8 1 ,  Bixco has been inactive. Bixco 
is a wholly-owned subsidiary of APS. 

b. APS Energy Services Company, Inc. (flAPSES") - -  an Arizona corporation 
having been incorporated on November 6 ,  1 9 9 8  and having its principal 
executive offices at 4 0 0  E. Van Buren, Phoenix, Arizona 8 5 0 0 4 ,  was 
organized primarily to sell energy, products and services. APSES is a 
wholly-owned subsidiary of the Claimant. 

c. SunCor Development Company ("SunCortl) - an Arizona corporation having 
been incorporated on June 30, 1 9 6 5  and having its 
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principal executive offices at 3838 North Central Avenue, Suite 1500, 
Phoenix, Arizona 85012, is a wholly-owned subsidiary of Claimant engaged 
primarily in the owning, holding and development of real property. 

(1) SunCor Resort & Golf Management, Inc. ("Resort & Golf Management'!) 
(previously named IISunCor Resort Management, Inc . and "SunCor Farms, 
Inc.') - -  an Arizona corporation having been incorporated on December 
31, 1986 and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012, operates and 
manages hotel, golf, food and beverage for the Wigwam Resort and 
Country Club, Sedona Golf Resort, SunRidge Canyon Golf Club, Sanctuary 
Gold Club at West World and Palm Valley Golf Club. Resort & Golf 
Management is a wholly-owned subsidiary of SunCor. 

(2) Litchfield Park Service Company (llLPSCO1l) - -  an Arizona 
corporation having been incorporated on September 21, 1954 and having 
its principal executive offices at 111 West Wigwam Boulevard, Suite B, 
Litchfield Park, Arizona 85340, is a regulated public utility engaged 
in providing water and sewer services to commercial and residential 
customers. LPSCO became a wholly-owned subsidiary of SunCor on 
December 31,1986. 

(3) Golden Heritage Homes, Inc. (llGolden Heritage Homes") - -  
(previously named I'SunCor Homes, Inc. I I ,  "LGR, Inc. It and I'WGP Realty, 
1nc.I') an Arizona corporation having been incorporated on May 14, 1986 
and having its principal executive offices at 7025 East Greenway 
Parkway, Suite 100, Scottsdale, Arizona 85254, was organized to 
provide brokerage and realty services in the sale of commercial and 
residential real property. Golden Heritage Homes is a wholly-owned 
subsidiary of SunCor. 

(i) Golden Heritage Construction, Inc. (IIGH Constructionq1) - -  an 
Arizona corporation having been incorporated on December 30, 1993 
and having its principal executive offices at 3838 North Central 
Avenue, Suite 1500, Phoenix, Arizona 85012, was organized to 
serve as a general residential contractor. GH Construction became 
a wholly-owned 
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subsidiary of Golden Heritage Homes, Inc. on January 1, 1996. 

(4) SCM, Inc. ('ISCM") - -  an Arizona corporation having been 
incorporated on May 14, 1991 and having its principal executive 
offices at 3838 North Central Avenue, Suite 1500, Phoenix, Arizona 
85012, was organized to participate in real estate joint ventures and 
other real estate related activities. SCM is a wholly-owned subsidiary 
of SunCor. 

(5) Golf de Mexico, S.A. DE C.V. (IIGolf de Mexico") - -  a Mexican 
variable capital corporation having been incorporated on February 8, 
1992 in Tijuana, Baja California, Mexico, and having its principal 
executive offices at 3838 North Central Avenue, Suite 1500, Phoenix, 
Arizona 85012, was organized to operate and manage the Real del Mar 
Golf Course in Mexico. Golf de Mexico has been inactive since 1997. 

(6) SunCor Realty ti Management Company ("SunCor Realty") - -  
(previously named Russell Ranch Development Company) an Arizona 
corporation having been incorporated on April 1, 1994 and having its 
principal executive offices at 3838 North Central Avenue, Suite 1500, 
Phoenix, Arizona 85012 was organized to participate in real estate 
management and other real estate related activities. SunCor Realty is 
a wholly-owned subsidiary of SunCor. 

(7) Palm Valley Golf Club, Inc. ("Palm Valley Golf") - -  an Arizona 
corporation having been incorporated on January 23, 1996 and having 
its principal executive offices at 3838 North Central Avenue, Suite 
1500, Phoenix, Arizona 85012, was organized to hold title to the Palm 
Valley Golf Course. Palm Valley Golf is a wholly-owned subsidiary of 
SunCor . 

(8) Rancho Viejo de Santa Fe, Inc. ("Rancho Viejo") - -  a New Mexico 
corporation having been incorporated on March 18, 1996 and having its 
principal executive offices at 1590-B Pacheco Street, Santa Fe, N e w  
Mexico 87505, was organized to engage in real estate development in 
New Mexico. Rancho Viego is a wholly-owned subsidiary of SunCor. 
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(9) Ranchland Utility Company (IiRanchland1') - -  a New Mexico 
corporation having been incorporated on September 5, 1997 and having 
its principal executive offices at 1590-B Pacheco Street, Santa Fe, 
New Mexico 87505 is a waste water utility. Ranchland is a wholly-owned 
subsidiary of Rancho Viejo. 

d. El Dorado Investment Company - -  an Arizona corporation having been 
incorporated on July 2 7 ,  1983 and having its principal executive offices at 
400 East Van Buren, Suite 800, Phoenix, Arizona 85004, is a wholly-owned 
subsidiary of Claimant engaged primarily in the acquisition and holding of 
stocks and securities of other companies for investment purposes. 

e. Pinnacle West Energy Corporation ("PWECII) - an Arizona corporation 
having been incorporated on September 27,  1999, and having its principal 
executive offices at 400 North Fifth Street, Phoenix, Arizona 85004, was 
organized primarily for the development, production and sale of wholesale 
energy. PWEC is a wholly-owned subsidiary of the Claimant. 

2. A BRIEF DESCRIPTION OF THE PROPERTIES OF CLAIMANT AND EACH OF ITS 
SUBSIDIARY PUBLIC UTILITY COMPANIES USED FOR THE GENERATION, TRANSMISSION 
AND DISTRIBUTION OF ELECTRIC ENERGY FOR SALE, OR FOR THE PRODUCTION, 
TRANSMISSION AND DISTRIBUTION OF NATURAL OR MANUFACTURED GAS, INDICATING 
THE LOCATION OF PRINCIPAL GENERATING PLANTS, TRANSMISSION LINES, PRODUCING 
FIELDS, GAS MANUFACTURING PLANTS AND ELECTRIC AND GAS DISTRIBUTION 
FACILITIES, INCLUDING ALL SUCH PROPERTIES WHICH ARE OUTSIDE THE STATE IN 
WHICH CLAIMANT AND ITS SUBSIDIARIES ARE ORGANIZED AND ALL TRANSMISSION OR 
PIPELINES WHICH DELIVER OR RECEIVE ELECTRIC ENERGY OR GAS AT THE BORDERS OF 
SUCH STATE. 

Neither the Claimant nor any of its subsidiaries own property used for the 
production, transmission and distribution of natural or manufactured gas. APS, a 
"public utility company" as that term is defined in the Public Utility Holding 
Company Act of 1935, is the only one of Claimant's subsidiaries that owns 
property used for the generation, transmission and distribution of electric 
energy for sale. 
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Exhibit D attached hereto shows the location of APSI major generating 
plants (including those owned jointly with others), principal transmission lines 
(including those operated for others) and interconnections of transmission lines 
with out-of-state utilities at state lines. All of such facilities, except the 
Four Corners Generating Station (ttFour Corners"), and all of APS' distribution 
facilities, are located within the State of Arizona. Four Corners is a 
mine-mouth power plant, located in the northwest corner of New Mexico, near the 
city of Farmington, approximately 40 miles east of the Arizona-New Mexico 
border. 

APS' present generating facilities have an accredited capacity aggregating 
3,986,900 kilowatts, comprised as follows: 

Coal : Capacity (kW - - - - - - - - - -  
Units 1, 2 and 3 at Four Corners, 

15% owned Units 4 and 5 at Four Corners, 

Units 1, 2, and 3 at the Cholla Plant, 

14% owned Units 1, 2 and 3 at the Navajo 

aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
representing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Plant, representing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Gas or Oil: 
Two steam units at Ocotillo and two steam 

Eleven combustion turbine units, 

Three combined cycle units, 

units at Saguaro, aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Nuclear: 
29.1 % owned or leased Units 1, 2 and 3 
at Palo Verde, representing 

Other 

_ _ _ _ _ _ _ _ - _  
(1) West Phoenix steam units (108,300 kw) are currently mothballed. 

560,000 

222,000 

615,000 

435,000 (1) 

493,000 

255,000 
- - - - - - - - - -  
1,183,000 t , 
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APS' transmission facilities consist of approximately 5,273 pole miles of 
overhead lines and approximately 23 miles of underground lines, all of which are 
located within the State of Arizona. APSO distribution facilities consist of 
approximately 11,541 pole miles of overhead lines and approximately 10,711 miles 
of underground lines, all of which are located within the State of Arizona. 

3. THE FOLLOWING INFORMATION FOR THE LAST CALENDAR YEAR WITH RESPECT TO 
CLAIMANT AND EACH OF ITS SUBSIDIARY PUBLIC UTILITY COMPANIES: 

(DATA IS NOT MAINTAINED IN A FORMAT IDENTIFYING THE STATE IN WHICH THE SALES AND 
PURCHASES ARE MADE OR THE AMOUNT OF THEIR ASSOCIATED REVENUES OR EXPENSES.) 

a. NUMBER OF KWH OF ELECTRIC ENERGY SOLD (AT RETAIL OR WHOLESALE), AND 
MCF. OF NATURAL OR MANUFACTURED GAS DISTRIBUTED AT RETAIL. 

36,768,404,000 kwh of electric energy sold at wholesale or 
retail 

0 Mcf. of natural or manufactured gas distributed at 
wholesale or retail 

b. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS DISTRIBUTED AT RETAIL OUTSIDE THE STATE IN WHICH EACH SUCH 
COMPANY IS ORGANIZED. 

73,792,000 kwh of electric energy was distributed at retail 
outside Arizona 

0 Mcf. of natural or manufactured gas distributed at retail 
outside Arizona 
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c. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS SOLD AT WHOLESALE OUTSIDE THE STATE IN WHICH EACH SUCH 
COMPANY IS ORGANIZED, OR AT THE STATE LINE. 

964,100 kwh of electric energy was sold at wholesale outside 
Arizona or at state line (excluding power marketing 
activities). 

0 Mcf. of natural or manufactured gas sold at wholesale 
outside Arizona or at state line (excluding power marketing 
activities). 

d. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS PURCHASED OUTSIDE THE STATE IN WHICH EACH SUCH COMPANY IS 
ORGANIZED OR AT THE STATE LINE. 

1,337,740,000 kwh of electric energy was purchased outside 
Arizona or at state line (excluding power marketing 
activities). 

23,829,168 Mcf. of natural or manufactured gas purchased 
outside Arizona or at state line (excluding power marketing 
activities) . 

4 .  THE FOLLOWING INFORMATION FOR THE REPORTING PERIOD WITH RESPECT TO CLAIMANT 
AND EACH INTEREST IT HOLDS DIRECTLY OR INDIRECTLY IN AN EWG OR A FOREIGN 
UTILITY COMPANY, STATING MONETARY AMOUNTS IN UNITED STATES DOLLARS: 

The Claimant holds no interest, direct or indirect, in an EWG or a foreign 
utility company. 

a. NAME, LOCATION, BUSINESS ADDRESS AND DESCRIPTION OF THE FACILITIES 
USED BY THE EWG OR FOREIGN UTILITY COMPANY FOR THE GENERATION, TRANSMISSION 
AND DISTRIBUTION OF ELECTRIC ENERGY FOR SALE OR FOR THE DISTRIBUTION AT , 

RETAIL OF NATURAL OR MANUFACTURED GAS. 

Not applicable. 

b. NAME OF EACH SYSTEM COMPANY THAT HOLDS AN INTEREST IN SUCH EWG OR 
FOREIGN UTILITY COMPANY; AND DESCRIPTION OF THE INTEREST HELD. 

Not applicable. 

c. TYPE AND AMOUNT OF CAPITAL INVESTED, DIRECTLY OR INDIRECTLY, BY THE 
HOLDING COMPANY CLAIMING EXEMPTION; ANY DIRECT OR INDIRECT GUARANTEE 
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OF THE SECURITY OF THE EWG OR FOREIGN UTILITY COMPANY BY THE HOLDING 
COMPANY CLAIMING EXEMPTION; AND ANY DEBT OR OTHER FINANCIAL OBLIGATION FOR 
WHICH THERE IS RECOURSE, DIRECTLY OR INDIRECTLY, TO THE HOLDING COMPANY 
CLAIMING EXEMPTION OR ANOTHER SYSTEM COMPANY, OTHER THAN THE EWG OR FOREIGN 
UTILITY COMPANY. 

Not applicable. 

d. CAPITALIZATION AND EARNINGS OF THE EWG OR FOREIGN UTILITY COMPANY 
DURING THE REPORTING PERIOD. 

Not applicable. 

e. IDENTIFY ANY SERVICE, SALES OR CONSTRUCTION CONTRACT(S) BETWEEN THE 
EWG OR FOREIGN UTILITY COMPANY AND A SYSTEM COMPANY, AND DESCRIBE THE 
SERVICES TO BE RENDERED OR GOODS SOLD AND FEES OR REVENUES UNDER SUCH 
AGREEMENT ( S ) . 

Not applicable. 
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a EXHIBIT A 

A CONSOLIDATING STATEMENT OF INCOME AND SURPLUS OF THE CLAIMANT AND ITS 
SUBSIDIARY COMPANIES FOR THE LAST CALENDAR YEAR, TOGETHER WITH A CONSOLIDATING 
BALANCE SHEET OF CLAIMANT AND ITS SUBSIDIARY COMPANIES AS OF THE CLOSE OF SUCH 
CALENDAR YEAR. 

Exhibit A hereto includes consolidating statements of income and 
consolidating balance sheets for the Claimant and the following of its 
subsidiaries: Arizona Public Service Company, SunCor Development Company, El 
Dorado Investment Company, and APS Energy Services Company, Inc. Subsidiaries 
have been consolidated for financial reporting purposes in accordance with 
Statement of Financial Accounting Standards No. 94, Consolidation of All 
Majority-owned Subsidiaries. Also included are consolidating statements of 
income and consolidating balance sheets for SunCor Development Company and its 
subsidiaries. 
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EXHIBIT B FINANCIAL DATA STATEMENT 

IF, AT THE TIME A REPORT ON THIS FORM IS FILED, THE REGISTRANT IS REQUIRED TO 
SUBMIT THIS REPORT AND ANY AMENDMENTS THERETO ELECTRONICALLY VIA EDGAR, THE 
REGISTRANT SHALL FURNISH A FINANCIAL DATA SCHEDULE. THE SCHEDULE SHALL SET FORTH 
THE FINANCIAL AND OTHER DATA SPECIFIED BELOW THAT ARE APPLICABLE TO THE 
REGISTRANT ON A CONSOLIDATED BASIS. 

1. TOTAL ASSETS. 

2. TOTAL OPERATING REVENUES. 

3 .  NET INCOME. 

See Exhibit B hereto. 
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EXHIBIT C 

AN ORGANIZATIONAL CHART SHOWING THE RELATIONSHIP OF EACH EWG OR FOREIGN 
UTILITY COMPANY TO ASSOCIATE COMPANIES IN THE HOLDING-COMPANY SYSTEM. 

Not applicable. 
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EXHIBIT D 

In accordance with Item 304 of Regulation S-T of the Securities Exchange 
Act of 1934, APS' Service Territory map contained as Exhibit D to this Form 
U-3A-2 is a map of the State of Arizona showing APS' service area, the location 
of its major power plants and principal transmission lines, and the location of 
transmission lines operated by APS for others. The major power plants shown on 
such map are the Navajo Generating Station located in Coconino County, Arizona; 
the Four Corners Power Plant located near Farmington, New Mexico; the Cholla 
Power Plant, located in Navajo County, Arizona; the Yucca Power Plant, located 
near Yuma, Arizona; and the Palo Verde Nuclear Generating Station, located about 
55 miles west of Phoenix, Arizona (each of which plants is reflected on such map 
as being jointly owned with other utilities), as well as the Ocotillo Power 
Plant and West Phoenix Power Plant, each located near Phoenix, Arizona, and the 
Saguaro Power Plant, located near Tucson, Arizona. APS' major transmission lines 
shown on such map are reflected as running between the power plants named above 
and certain major cities in the State of Arizona. The transmission lines 
operated for others shown on such map are reflected as running from the Four 
Corners Plant through a portion of northern Arizona to the California border. 
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The above-named Claimant has caused this statement to be duly executed on 
its behalf by its authorized officer on this 29th day of February, 2000. 

[CORPORATE SEAL] 

Attest: 

Name, title and address of officer to whom notices and correspondence concerning 
this statement should be addressed: 

Barbara M. Gomez Treasurer 

(Name ) (Title) 

400 North Fifth Street, Station 9996, Phoenix, Arizona 85004 

(Address) 

- - - - - - - - - - - - - - - -  - - - - - -  - - -  

7 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
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PINNACLE WEST CAPITAL CORPORATION 
EXHIBIT B 
FINANCIAL DATA SCHEDULE 
HOLDING COMPANY REPORT 
12/31/99 

The Claimant submits the following consolidated financial information: 

1 Total Assets: $6,608,506,000 

2 Total Operating Revenues: $2,423,353,000 

3 Net Income: $ 167,887,000 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET (UNAUDITED) 
DECEMBER 31, 1999 
(THOUSANDS OF DOLLARS) 

ASSETS 

CURRENT ASSETS 
Cash and cash equivalents 
Customer and other receivables - net 
Accrued utility revenue 
Materials and supplies 
Foslil fuel 
Dezerred income taxes 
Other Current assets 

Total current assets 

INVESTMENTS AND OTHER ASSETS 
Real estate investments, net (cap interest) 1145.1 
Other assets 

Total investments and other 

PROPERTY, PLANT AND EQUIPMENT 
plant in service 
Nuclear Fuel 
Construction work in progress 

Total 
Less accumulated depreciation and amortization 

Net Property, Plant and Equipment 

DEFERRED DEBITS 
Deferred income taxes 
Regulatory assets 
Other deferred debits 

Total deferred debits 

TOTAL ASSETS 

ASSETS 

CURRENT ASSETS 
Cash and cash equivalents 
Customer and other receivables - net 
Accrued utility revenue 
Materials and supplies 
Fossil fuel 
Deferred income taxes 
Other current assets 

Total CurrePC assets 

INVESTMENTS AND OTHER ASSETS 
Real estate investments. net (cap interest) 1145 1 
Other assets 

Total investments and other 

PROPERTY, PLANT AND EQUIPMENT 
plant In service 
Nuclear fuel 
Construction work in progress 

Total 
Less accumulated depreciation and amort~zatIOn 

Net Property. Plant and Equipment 

DEFERRED DEBITS 
Deferred income taxes 
Regulatory assets 
Other deferred debits 

Total de€erred debits 

TOTAL ASSETS 

S 2,057 5 7,477 S 7.900 S 2.863 
7,277 2.746 496 235,851 

72, 919 
69,977 
21.869 

0 8.163 8,000 0 
290 30,885 30.118 0 

2,843 447,141 53.295 5.609 

343,747 
2,349,257 208,457 9.020 31,006 

2,349.257 208,457 352,767 31,006 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

1,009 700.615 36.083 0 

$2,373,382 $6,117,624 S 442,145 S 36,615 

ENERGY 
SERVICES - - - - - . . - - 

$ 408 
133 

‘ELIMINATIONS AND ADJUSTING ENTRIES’ 

s 20.705 
1,904 (b.d,l,p,q) 244,599 

72,919 
69,977 
21,869 

8.000 (0) 8,163 
731 (c) 60.562 

- -  (0) 

21,869 
8,163 

60.562 
8.000 (0) 

731 (c) 

73 9 

4,245 

7,546,314 
49,114 

209.281 

25,257 (0) 

1,009 ( j l  5 (h) 
613,729 
105,717 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 
December 31, 1999 
(THOUSANDS OF DOLLARS) 

PWCC APS SUNCOR ELDO . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
LIABIITIES AND EQUITY 

CURRENT LIABILITIES 
Accounts payable 
Accrued taxes 
Accrued interest 
Divrdend payable 
Short-term borrowings 
Commerical paper, net 
Current maturities of long-term debt 
Deferred fuel 
Customer Deposits 
Other current liabilities 

Total current liabilities 

NON-CURRENT LIABILITIES 
Long-term debt less current maturities 

Total 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 
Deferred investment tax credit 2123 1 
Unamortized gain-sale of utility plant 
Other deferred credits 

Total deferred credits 

COMMITMENTS AND CONTiNOENCIES (NOTE) 

MINORITY INTERESTS 
Joint Ventures of SunCor 

COMMON STOCK EQUITY: 
Common stock 
Accumulated deficit 

Total 

TOTAL LIABILITIES AND EQUITY 

LIABIITIES AND EQUITY 

CURRENT LIABILITIES 
Accounts payable 
Accrued taxes 
Accrued interest 
Dividend payable 
Short-term borrowings 
Commerical paper, net 
Current maturities of long-term debt 
Deferred fuel 
Customer Deposits 
Other current liabilities 

Total current liabilities 

NON-CURRENT LIABILITIES 
Long-term debt less current maturities 

Total 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 
Deferred investment tax credit 2 1 2 3 . 1  
Unamortized gain-sale of utility plant 
Other deferred credits 

Total deferred credits 

COMMITMENTS AND CONTINGENCIES (NOTE) 

MINORITY INTERESTS: 
Joint Ventures of. SunCor 

COMMON STOCK EQUITY: 
Common stock 
Accumulated deficit 

Total 

TOTAL LIABILITIES AND EQUITY 

$ 2 , 4 0 9  S 170.663 S 1 1 , 2 0 0  S 88 
6 2 , 8 5 8  8 

277 3 2 , 2 9 9  677 

- -  3 8 , 3 0 0  
1 1 4 , 7 1 1  87  

24 ,682  1 , 4 1 6  
3 .839  26 .248  1 , 2 9 2  3 6 1  

4.904 

S 3.118 5 954 ( 1 . p )  S 1 8 6 , 5 2 4  
( 7 . 6 1 2 )  ( k )  3 2 l k . l )  70.510 

3 3 , 2 5 3  
Id) 0 

38 .300  
1 1 4 , 7 9 8  

0 
26 ,098  

5 .733  1b.c.g.l.q) 26,007 

(m) 0 

_ _  .- 2,206.052 

(ki (40.d69) 1k.o) 1 . 1 8 3 . 8 5 5  
1 . 0 0 9  ( 3 )  3 . 8 3 0  

7 3 , 2 1 2  
4 .020  lg) 440.334 

4 , 9 0 4  le) 0 

11 .444  2 , 3 1 3 , 9 4 8  la)  1 , 5 3 7 , 4 4 9  
19.190) 110.879)  la) 6 6 8 , 2 8 4  

2 , 2 5 4  2 , 3 1 3 , 9 4 8  110,879)  2 , 2 0 5 , 7 3 3  



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATED BALANCE SHEET 
ELIMINATING AND ADJUSTING ENTRIES 

(a) Common stock 
Accumulated deficit 
Other investments 

To eliminate PNW investment in subsidiaries 

APS 
Energy Services 
SunCor 
El Dorado 

Total 

(b) Other current liabilities 
Customer and other receivables - net 

To eliminate intercompany receivables/payables 

APS 
Energy Services 
SunCor 
El Dorado 

Total 

(c) Other current liabilities 
Other current assets 

To eliminate PNW payable to APS 

(e) Minority interest 
Real estate investments - net 

To eliminate minority interest of SunCor JV partners 

(f) Real estate investments - net 
Other - assets 

To reclass PNW capitalized interest related to SunCor 

$2,313,948 
$ 10,879 

2,324,827 

$ 4 96 
$ 496 

$ 731 
$ 731 

$ 4,904 
$ 4,904 

$ 5,450 
$ 5,450 



Other current liabilities 
Other deferred credits 

T o  reclass PNW deferred comp to long-term 

Other deferred debits $ 
Other - assets 

T o  relcass PNW unamortized debt to long-term 

Accounts payable $ 
Accrued taxes 

T o  relcass PNW property tax 

Deferred investment tax credit $ 
Other deferred debits 

T o  relcass PNW ITC from Deferred taxes to Deferred ITC 

Accrued taxes $ 
Other deferred debits 

T o  relcass PNW accrued taxes 

Deferred income taxes-current portion $ 
Deferred income taxes-noncurrent portion 

Deferred income taxes 

Energy Services due to APS $ 

Other current liabilities $ 

APS due from Energy Services 

Other receivables 

4,020 

5 

32 

1,009 

(11,825) 

8,000 
25,257 

922 

486 

4,020 

5 

32 

1,009 

(11,825) 

33,257 

922 

486 

i 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT (UNAUDITED) 
FOR THE PERIOD ENDED DECEMBER 31, 1999 
(THOUSANDS OF DOLLARS) 

PWCC APS SUNCOR ELDO 
.____._._ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ - -  - - - - - - -  

OPERATING RWENWES: 
Electric 
Real Estate 

Total 

FUEL EXPENSES: 
Fuel for electric generation 
Purchased power 

Total 

OPERATING EXPENSES: 
Utility operations and maintenance 
Real estate operations 
Depreciation and amortization 
Taxes ocher than income taxes 

Total 

OPERATING INMME 

OTHER INCOME (DEDUCTIONS): 

Interest on long-term debt 
Other interest 
capitalized interest 
Preferred stock dindend requirements 
Other, net 

Total 

Income from continuing operations b4 income taxes 
Income Tax Expense (3enefit) 

Income from continuing operations 
Extraordinary charge 
discontinued operations 

NET INCOME ILOSS) 

OPERATING REVENUES: 
Electric 
Real Estate 

Total 

FUEL EXPENSES: 
Fuel f o r  electric generation 
Purchased power  

Total 

OPERATING EXPENSES: 
Utility operations and maintenance 
Real estate operations 
Depreciation and amortization 
Taxes other than income taxes 

Total 

OPERATING INCOME 

OTHER INCOME (DEDUCTIONS): 

Interest on long-term debt 
Ocher interest 
Capitalized interest 
Preferred stock dividend requirements 
Other, net 

Total 

Income from continuing operations b4 income taxes 
Income Tax Expense (Benefit1 

income from continuing operations 
Extraordinary charge 
discontinued operations 

NET INCOME ILOSS) 

243,849 
551,645 

_ _  
_ -  (5,661) (132,676) (8.0581 

1517) 115,5951 _ _  
240 6,679 4,745 

11,0161 
132,814 111.5371 5.185 19,257 

126,876 1154.145) 1.872 19,257 
______._____________--.-------------------- 

126,610 426,794 10.144 19.257 
(3.277) 159.488 4,080 7,774 

446,777 
(dl 119,516 

385.568 
96.606 

1,048,467 

578,777 

. - . - - - - - - 
- - - - - - - - . 
-. . - - - - 

(146.3951 
126 (el (15.986) 

11.664 
(1.016) 

239 135,903 (a.e) 738 (b,c) 10,793 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT 
ELIMINATING ENTRIES 

(a) Other - net (Subs income) 
Retained Earnings 

To eliminate PWCC Equity in earnings from subsidiairies 

APS 
APS Extraordinary Chg 
Energy Services 
SunCor 
El Dorado 

Total 

(b) Real Estate Operations 
Interest Expense (PWCC) 

To reclass Capitalized Interest for SunCor Land Sales. 

(c) Taxes other than income taxes 
Other - net 

To reclass PNW property taxes 

(e) Other, net (El Dorado interest income) 
Other interest 

To eliminate interest on ELD loan to PNW 

$135,777 
$135,777 

$' 711 
$ 711 

$ 27 
$ 27 

$ 126 
$ 126 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATED BALANCE SHEET (UNAUDITED) 
FOR THE MONTH ENDED DECEMBER 31, 1999 

CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 

INTERCOMPANY ACCOUNTS: 
SASI 
LPSCO 
SMLP 
PVGC 
wwos 
GOLDEN HERITAGE - GENERAL 1 2 9  
SCM-GENERAL 1 2 9  
HOMEBUILOING I/C INTEREST 1 2 9 0 4  
HOMEBUILOING CASH ADVANCES 
COMMERCIAL ~ GENERAL 
SUNRICGE - DEVELOPMENT 
SUNRIDGE ~ GOLF 
SEOONA - DEVELOPMENT 
SEDONA - GOLF 
WIGWAM RESORT 
HFS FINANCIAL SERVICES 
SANCTUARY GOLF 

INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY 
DEFERRED INCOME TAXES 

TOTAL CURRENT ASSETS 

LONG-TERM ASSETS 

CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 

DEVELOPMENT PROJECTS 

~~ .~~~ ~~ ~ 

PALM VALLEY 
LITCHFIELO GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSDALE MOLTAIN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAND 

EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS I1 61 Ill 
INVESTMENT iN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN WESTWORLD GOLF 
INVESTMENT iN HFS MORTGAGE 

CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KABLTO/S'UNCDR JV 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS WTN LTD PART 

EQUITY INVESTMENTS: 

INVEST ZN GOLDEN HERITAGE 
GOLDEN HERITAGE DCE DILIGENCE 
INVESTMENT IN SCM 
iNVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB. CAP 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN RANCHLAND UTILITY 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN C O W  CANYON 

ACCOUNT DESCRIPTION 

CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 

INTERCOMPANY ACCOUNTS 
SAS I 
LPSCO 
SMLP 
PVGC 
wwos 
GOLDEN HERITAGE - GENERAL 1 2 9  
SCM-GENERAL 1 2 9  
HOMEBUILDING I/C INTEREST 1 2 9 0 4  
HOMEBUILDING CASH ADVANCES 
COMMERCIAL - GENERAL 
SUNRIDGE ~ DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 

6 , 8 1 4 , 2 7 1  1 , 5 5 1 , 3 4 6  
4 0 9 , 1 0 9  1 , 5 9 1 , 5 2 6  

3 6 , 6 3 0  
2 0 , 0 0 6  

( 1 4 7 . 9 4 9 1  
1 , 1 6 4 , 4 0 2  
5 , 3 8 6 , 5 4 1  
4 , 2 5 9 , 1 0 3  

1 3 , 6 1 7 , 8 9 3  

1 0 . 9 8 5  
1 8 3 , 3 8 7  
1 2 3 , 2 0 1  
1 3 1 , 2 4 7  
3 0 4 , 2 4 4  

4 , 7 1 2  
1 1 6 , 9 6 7  
3 5 8 , 0 2 6  

3 , 2 4 2 , 2 6 2  

1 6 , 7 1 8  
6 , 8 8 8  

8,000,000 

2 8 7 . 6 5 3  3 1 7 , 2 0 8  1 , 4 9 5 , 2 3 6  ( 1 6 , 6 5 0 1  
2 , 9 2 2  9 4 , 9 7 2  3 0 3 , 7 5 0  3 8 , 6 9 1  

3 , 5 6 6 , 7 4 0  

7 7 . 3 3 5  
8 6 , 0 1 7  

4 4 , 0 5 8 , 6 4 9  3 , 1 4 2 , 8 7 2  2 9 0 , 5 7 5  4 1 2 , 1 8 0  1 , 7 9 8 , 3 8 6  3 , 7 5 2 , 1 3 3  

2 , 2 9 6 , 3 8 1  

4 , 7 3 3 , 0 5 7  
4 . 5 3 2 . 3 4 3  

2 , 4 6 2 . 9 2 5  

5 . 9 Y 9 . 4 7 8  

3 , 6 6 1 . 2 7 9  
2 , 3 6 0 . 4 7 4  

5 1 7 , 8 5 0  
1 2 , 3 7 0 , 4 1 0  

1 6 7 , 3 2 0 . 7 8 6  
5 , 6 9 6 , 5 5 6  

( 3 , 5 6 6 , 7 4 0 1  
1 4 , 1 5 0 , 2 9 1  

( 9 2 , 1 3 9 1  
8 , 8 3 1 , 3 5 3  
9 , 3 3 5 , 7 9 2  

LARRY W. 
HOMES 

5 5 0 0  
PV wwos 

3 1 8 , 8 1 8  
1 7 3 , 0 3 7  

( 5 2 8 , 3 8 8 1  8 9 , 4 8 9  
109,951 

2 7 0 , 7 8 8  
( 5 , 3 8 6 , 5 4 1 1  
( 4 , 2 5 3 , 1 0 3 1  

2 , 9 9 0 , 8 7 8  
, 

5 5 0 1  3 3 0 0  
KABUTO Jv COMM . H HILLS ________________-_ -__________________  

( 2 6 , 2 5 0 1  ( 5 3 7 . 6 7 7 1  l 5 0 4 . 7 1 2 1  
2 5 3 . 5 0 4  

3 7 2 , 2 1 0  



WIGWAM RESORT 
HFS FINANCIAL SERVICES 
SANCTUARY GOLF 

INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY 
DEFERRED INCOME TAXES 

TOTAL CURRENT ASSETS 

MNG-TERM ASSETS 

CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSDALE MOUNTAIN 
UARKETPLACE - AUTOPLEX 
TATUM RANCH 

DEVELOPMENT PROJECTS 

TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAND 

EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN FV APARTMENTS (I 61 11) 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SENNA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALRVI ASSOCIATES LLC 
INVESTMENT IN WESTWORLD GOLF 
INVESTMENT IN HFS MORTGAGE 

CONSOLIDATED ELIMINATING ENTITIES. 
INVEST IN KABUTO/SUNCOR JV 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB. CAP 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN RANCHLAND UTILITY 
INVESTMENT IN HIDDEN HILLS 
IWESTMENT IN CORAL CANYON 

EQUITY INVESTMENTS: 

ACCOUNT DESCRIPTION . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 

INTERCOMPANY ACCOUNTS: 
SAS I 
LPSCO 
SMLP 
PVGC 
wwas 
GOLDEN HERITAGE - GENERAL 1 2 9  
SCM-GENERAL 1 2 9  
HOMEBUILDING I/C INTEREST 1 2 9 0 4  
HOMEBUILDiNG CASH ADVANCES 
COMMERCIAL - GENERAL 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 
WIGWAM RESORT 
HFS FINANCIAL SERVICES 
SANCTUARY GOLF 

INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY 
DEFERRED INCOME TAXES 

TOTAL CURRENT ASSETS 

LONG-TERM ASSETS 

CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSDALE MOUNTAIN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 
BILTMQRE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAND 

EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (I L 11) 
INVESTMENT IN SUNRIDGE CANYON LLC 

DEVELOPMENT PROJECTS 

EQUITY INVESTMENTS: 

1 4 1 , 5 1 9  
5 3 , 1 2 8  

3 1 , 8 2 6  
2 8 , 1 8 0 , 3 8 5  

85 

1 9 , 5 2 9 , 2 0 9  ( 5 2 8 , 3 0 4  ) 1 9 9 , 4 4 1  ( 2 6 . 2 5 0 )  2 8 2 , 6 8 4  ( 5 0 4 , 7 1 2 )  

1 6 8 , 1 6 0 , 4 4 8  
2 1 6 . 4 0 2  

1 , 4 1 7 , 3 8 2  
1 5 , 2 1 5 , 8 4 4  

6 2 3 , 3 7 3  
\ 

1 0 , 6 1 7 , 5 3 5  

1 5 , 4 8 8 , 1 1 5  

1 2 , 8 6 5 , 2 9 3  

7 , 0 5 6 , 0 8 3  

2 , 3 1 7 , 4 6 5  

2 , 3 7 0 , 3 2 0  
2 , 8 5 1 , 3 5 8  

2 2 , 6 9 9 , 7 7 6  
(89,199) 

2 . 4 2 8 . 1 3 0  

3 . 1 2 7 . 3 9 6  

3 1 1 , 2 9 0  

( 7 3 . 0 3 7 )  1 1 . 2 8 7 . 1 4 0 )  
2 5 8 , 8 1 1  J,Q.X 

4 7 , 9 6 1  
2 . 8 2 5 . 9 0 8  3 3 9 , 6 1 4  

u 

P 

E 

4 8 4 , 4 5 6  

3 6 , 5 3 0  
2 0 . 0 0 6  

3 , 5 6 6 , 7 4 0  
J 7 2 . 2 1 0  

1 , 4 3 5 , 1 8 9  
5 , 3 8 6 , 5 4 1  
4 , 2 5 9 , 1 0 3  

1 3 , 6 1 7 ,  a99 

9 1 . 8 4 1  

1 , 7 5 0 , 1 6 6  

3 , 0 1 1 , 6 8 2  ( 8 9 9 . 5 6 5 1  

1 1 , 3 1 6 , 4 7 5  

1 0 , 6 2 6 . 3 6 4  

9.793 * 593 

T 

3 1 , 0 2 0 , 7 8 0  

6 . 6 8 7 . 7 1 3  



INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN WESTWORLD GOLF 
INVESTMENT IN HFS MORTGAGE 

CONSOLIDATED ELIMINATING ENTITIES. 
INVEST IN KABUTO/SUNCOR Jy 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB. CAP 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN RANCHLAND UTILITY 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN COUL CANYON 

ACCOUNT DESCRIPTION 

CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 

INTERCOMPANY ACCOUNTS: 
SAS I 
LPSCO 
SMLP 
PVGC 
WWOS 
GOLDEN HERITAGE - GENERAL 129 
SCM-GENERAL 129 
HOMEBUILDING I/C INTEREST 12904 
HOMEBUILDING CASH ADVANCES 
COMMERCIAL - GENERAL 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 
WIGWAM RESORT 
HFS FINANCIAL SERVICES 
SANCTUARY GOLF 

INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY 
DEFERRED INCOME TAXES 

TOTAL CURRENT ASSETS 

LONG-TERM ASSETS 

CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSDALE MOUNTAIN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HEQITAGE LAND 
BILTMORE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAND 

EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (1 & 11) 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN WESTWORLD GOLF 
INVESTMENT IN HFS MORTGAGE 

CGNSGLIDATED ELIMINATING ENTITIES 
INVEST IN KABUTO/SUNCOR JV 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERiTAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB CAP 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN RANCHLAND UTILITY 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

DEVELOPMENT PROJECTS 

EQUITY INVESTMENTS 

ACCOUNT DESCRIPTION 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN EUNTASTICKS 
INVESTMENT IN GENERAL COMM O P S  
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN DYSARTfMCOOWELL 
INVESTMENT IN PV PAVILIONS 

1,063,044 

CONSOLIDATED 

7,900.166.81 
2,751,817.08 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

10.985.35 
183.387.29 
123,200.67 
131.247.08 
304,243.52 

4,712.37 
116,966.90 
266,185.50 

3,383,781.12 
130,463.35 
182.606.47 

29,802.628.36 
8,000.000.00 

R 8.987.210 
0 20,243,786 0 24,295.125 

I 23,271,427 I 19,595.019 
D 2,360,474 

1 

M 
N 
U 
X 
T 
W 

53,292,391.87 

11,316,475.00 
3.929.872.00 

10.626.364.30 
183,648.562.02 

216,401.50 
12,865,293.32 
2,990,878.00 
7.056.002.50 
2,296,981.30 
2,317,464.93 

15.215.044.02 
1.417.382.32 

0.00 
2,370.319.68 
2,851,358.19 

22,699,776.23 

623,372.96 
4,733,057.28 
4,532.343.08 

0.00 
2.428.130.22 
2,462.925.00 

0.00 
0.00 

(89,199.411 

12.997.731.291 
1923.943.201 
(15,328.40) 

0.00 
0.00 
0.00 

136,586.22 
0.00 
0.00 
0.00 
0.00 
0.00 

196.46 
0.00 
0.00 

22,699,776.23 

623,372.96 
4,733,057.28 
4,532.343.08 

0.00 
2.428.130.22 
2,462.925.00 

0.00 
0 00 

(89,199.411 

0.00 
0.00 

SCOTT D. 
SUNCOR LPSCO 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
ANDY D. TERRY 0. LINDA H. 
RANCHLAND SASI SMLP PVGC 

PROJECT 2000. 
(1,557,081) 

596,193 
1,213,707 

78,582.545 
2,307.137 

872,316 
2,694,953 

650,000 

461,618 
3,566,740 

0 
92,236 

0 
42.620 

D 
F 
1 
V 
M 

U 
X 
T 
W 

517,850 
12,233,823 

961,290 
167,320,786 

6,158,173 

14,150,291 
1,062,944 
8.831.359 
9,978,412 



INVESTMENT IN PV CROSSING 
INVESTMENT IN PAM VALLEY OFF! 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLAC 
INVESTMENT IN LITCXFIELD PARK 
INVESTMENT IN LP PROF. PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 
INVESTMENT IN BLACK CANYON CP 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY h EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER h SEWER UTILITY PROP, NET 
LPSCO RESTRICTED CASH FUNDS 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

LIABILITIES: 

CURRENT LIABILITIES 
A/P L RETENTION 
ACCRUED LIABILITIES 

INTERCOMPANY ACCOUNTS: 
LPSCO - SDC 
SMLP - SDC 
SCM-SDC CASH ADVANCES 267 
GH-SDC INTERCO CAPITAL 265 
WWOS-COM 

[CE 

:E 
OP 

PI: K 

._ .. 
wwos-SDC 
RANCHLAND-RANCHO VIEJO 

INTEREST PAYABLE 
S/T NOTES PAYABLE 

545 MILLION TERM LOAN 
$55 MILLION RLC 
OOLOEN HERITAGE (PEW) 
TEXTRON LOAN - PVGC 

DEF PROFIT & UNEARNED REVENUE 
PWCC INTERCO PAYABLE 
APS LAND INTERCO PAYABLE 
CUSTOMER DEPOSITS 

TOTAL CURRENT LIAEILITIES 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

WWOS OWES SDC PH I LAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO BONOS 
TEXTRON LOAN - PVGC 

OTHER ACCRUED LIABILITIES 
DEFERRED TAXES 
LONG-TERM CUSTOMER DEPOSITS 
CONTRIB PROPERTY AIA 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

'ARK 

INVESTMENT 
INVESTMENT 
INVESTMENT IN LP PROF PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 
INVESTMENT IN BLACK CANYON C? 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SOC LOAN TO LPSCO 

PROPERTY & EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER L SEWER UTILITY PROP, NET 
LPSCO RESTRICTED CASH FUNDS 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

LIABILITIES : 

CURRENT LIABILITIES 
A/P & RETENTION 
ACCRUED LIABILITIES 

150.310 
18.156) 

(203,224) 
1182,8861 
281.411 
(82.1051 
121,246 

(643) 
(397.454) 
113,667 
(8,1261 

5,687,701 
1,059,207 

10,000,000 
300.000 
773,367 

3.329.080 
25,120,119 

366,079 

13,921,090 
3,800,491 

36,696 
44,008 

1,134,035 

5,163,154 

143,980 
93,923 175,051 

119,490 237,174 
2,561.017 400.672 

0 29.787 68,109 56,165 
101 147 49.404 77,263 

36,630 
20,006 

176,174 
676.610 

3,208,144 

2,318,943 
635,090 

37,193 0 

38,731,856 
52,000,000 

5,335,000 

4.594.788 1,177,035 0 70.459 
17,513 113.584 

1,432,524 208.050 

3,404,335 

0 3,404,335 95,486,644 8,012,232 321,634 70,459 

105,005,939 8,696,708 497,909 137.586 137,519 3,537,753 

LARRY W. 
HOMES PV WWOS mauTo JV cow. H HILLS 

498,808 

1,206,867 164,299 77,893 
162,500 75,852 

27,158,053 

850,452 5,603,404 

2,660,070 
272.800 

1,047.497 
172,490 

568.172 
17.299 

516,891 
1,001,464 

117,872 
79,333 



INTERCOMPANY ACCOUNTS: 
LPSCO - SDC 
SI4r.D - snr _. ._ - _ _  - 
SCM-SDC CASH ADVANCES 
GH-SDC INTERCO CAPITAL 
WWOS-COM 
WWOS-SDC 
RANCHLAND-RANCHO VIEJO 

INTEREST PAYABLE 
S/T NOTES PAYABLE 

$45 MILLION TERM LOAN 
S 5 5  MILLION RLC 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN - PVGC 

DEF PROFIT 6 UNEARNED REVEI 
PWCC INTERCO PAYABLE 
APS LAND INTERCO PAYABLE 
CUSTOMER DEPOSITS 

267 
265 

W E  

13,617,456 
1,432,265 

372.210 
(147,949) 

91,841 

50.000 

TOTAL CURRENT LIABILITIES 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

WWOS OWES SDC PH I LAND NOTE 
WWOS RLC PAYOFF BY SOC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO BONDS 
TEXTRON LOAN - PVGC 

OTHER ACCRUED LIABILITIES 
DEFERRED TAXES 
LONG-TERM CUSTOMER DEPOSITS 
CONTRIB PROPERTY AIA 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

1.059.207 
10,000,000 

1,018,042 29,833 78,792 

ANDY D. 
R. VIEJO C. CANYON REF DEBIT REF CZEDIT 

__________..____________________________---------~------------------------------------ 
s 3,380,396 S 1,821,515 

S 1,213,707 
S 78,582,545 
S 2.307.137 
S 872,316 
S 2.694.953 

0 S 150,310 

s 316,640 S 912,833 

0 

S 8.156 
S 203.224 
S 182,686 

s 82,105 
S 281,411 

s 121.246 

ACCOUNT DESCRIPTION 
_________-_____-.-_--~-~---------------~- 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL COW OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN DYSART/MCDOWELL 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN PALM VALLEY OFFICE PARK 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OP 
INVESTMENT IN LP PROF PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 
INVESTMENT IN BLACK CANYON CP 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WOS RLC 
SDC LOAN TO LPSCO 

PROPERTY h EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER & SEWER UTILITY PROP, NET 
LPSCO RESTRICTED CASH FUNDS 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

LIABILITIES. 

CURRENT LIABILITIES 
A/P h RETENTION 
ACCRUED LIABILITIES 

INTERCOMPANY ACCOLWTS 
LPSCO - SDC 
SMLP - SDC 
SCM-SDC CASH ADVANCES 267 
GH-SDC INTERCO CAPITAL 265 
WWOS-COM 
wwos-SDC 

s 643 0 :  
s 397,454 0 

0 S 113,667 
s 8,126 0 

P 1,059,207 
P 10,000,000 
G 300,000 

387.982 41,756 

1.989 - - - - - - . . - . . - 
387,218,724 12,077,391 11,360,220 49.231.649 

53,025,242 

189,928 496,863 
744,870 28,000 

J,K.Q 312,809 

36,630 
20,006 

13,617,456 
1,432,265 

372,210 
Q 147.949 

0 176,174 
91.841 P 

59.956 
E 1,750.166 

PWCC INTERCO PAYABLE 
APS LAND INTERCO PAYABLE 
CUSTOMER DEPOSITS 

TOTAL CURRENT LIABILITIES 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

WWOS OWES SDC PH I LAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO BONDS 
TEXTRON LOAN - PVGC 

OTHER ACCRUED LIABILITIES 
DEFERRED TAXES 

P 1,059,207 
P 10,000,000 

59,956 



INVESTMENT IN FIDDLESTICW-SCOMS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL MMH OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN DYSART/MCDOWELL 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN PALM VALLEY OFFICE PARK 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OP 
INVESTMENT IN LP PROF. PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 
INVESTMENT IN BLACK CANYON CP 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN To LPSCO 

PROPERTY 6. EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER & SEWER UTILITY PROP, NET 
LPSCU RESTRICTED CASH FUNDS 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

. LIABILITIES: 

CURRENT LIABILITIES 
A/P & RETENTION 
ACCRUED LIABILITIES 

INTERCOMPANY ACCOUNTS: 
LPSCO - SDC 
SMLP - SDC 
SCM-SDC CASH ADVANCES 
GH-SDC INTERCO CAPITAL 
WWOS-COM 
wwos -SDC 
RANCHLAND-RANCHO VIESO 

INTEREST PAYABLE 
S/T NOTES PAYABLE 

$ 4 5  MILLION TERM LOAN 
$55 MILLION RLC 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN - PVGC 

DEF PROFIT & UNEARNED REVEP 
PWCC INTERCO PAYABLE 
APS LAND INTERCO PAYABLE 
CUSTOMER DEPOSITS 

2 6 7  
2 6 5  

W E  

TOTAL CURRENT LIABILITIES 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

WWOS OWES SDC PH I LAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO BONDS 
TEXTRON LOAN - PVGC 

OTHER ACCRUED LIABILITIES 
DEFERRED TAXES 
LONG-TERM CUSTOMER DEPOSITS 
CONTRIB PROPERTY AIA 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

ACCOUNT DESCRIPTION 

0.00 
0.00 
0 00 
0.00 
0 00 
0.00 
0.00 
0.00 
0 . 0 0  
0 00 
0 . 0 0  
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

3 2 , 3 2 1 , 2 0 6 . 4 8  
6.186.508.60 

0 . 0 0  
0 . 0 0  
0 . 0 0  

2 , 8 3 2 . 8 3 9 . 8 4  
1 0 , 7 0 0 , 3 4 9 . 7 7  
2 5 , 1 2 0 , 1 1 8 . 8 7  
1 5 , 0 5 5 , 1 2 5 . 0 4  

3 ,  800. 4 9 0 . 7 5  
1 2 5 , 8 1 9 . 2 6  

3 8 8 , 8 5 2 , 1 2 3 . 5 6  

4 4 2 , 1 4 4 , 5 1 5 . 4 3  

_ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
_ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

5 , 7 9 5 . 2 0 9 . 1 6  
5 , 4 0 4 , 8 5 9 . 6 1  

0.00 
0.00 
0.00 
0.00 
(0.00) 
0.00 
0.00 
0 00 

6 7 6 . 6 1 0 . 2 1  

3 , 2 0 8 , 1 4 4 . 1 4  
0 . 0 0  
0 . 0 0  

5 9 , 9 5 5 . 9 3  
6 5 5 . 9 7 0 . 0 5  
6 3 5 . 0 9 0 . 2 7  

0.00 
1 , 4 1 6 , 3 7 2 . 5 0  

1 7 , 8 5 2 , 2 1 1 . 8 7  
--__._____-_._____ 

0.00 
0 . 0 0  

3 8 . 7 9 1 . 8 5 5 . 8 6  
5 2 . 0 0 0 . 0 0 0 . 0 0  
5,335,000.00 
3 , 3 4 4 , 3 7 9 . 1 0  
7 , 0 6 9 , 0 0 9 . 4 5  

131,196.96 
1 , 7 0 0 . 5 7 4 . 2 0  

0 . 0 0  

1 0 8 , 3 7 2 , 0 1 5 . 5 7  

1 2 6 , 2 2 4 , 2 2 7 . 4 4  

SCOTT D. 
SUNCOR LPSCO 

SDC COMMON STOCK 
SDC ADDITIONAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUBSIDIARY EQUITY: 

LFSCO 
SASI 

DVGr 
SMLP n3500 
. _ _  
HOHEBUILDING 
PALM VALLEY #5500 
WWOS w4400 

COMMERCIAL PROPERTIES # 2 0 0 0  
~ U T O  JV x3000 

HIDDEN HILLS n3300 
RANCHO VIES0 #6600 
RANCHLAND UTILITY 

1 , 0 2 2 , 0 0 0  
3 7 5 . 3 6 8 . 5 2 2  
( 7 1 , 4 3 8 , 6 5 7 1  

6 , 0 6 4 , 0 2 8  
8 2 0 . 6 1 9  

1 1 , 7 1 3 , 2 0 5  

1 1 . 1 1 9 . 1 6 3  

2 8 , 9 2 8 , 7 2 0  

( 9 2 , 2 3 6 1  ( 6 2 . 4 9 1 1  3,495.918 

3 7 3 . 7 8 1  
I. 2 5 0 , 3 4 9  

1 , 0 6 2 , 9 4 4  

LINDA H 
PVGC 

( 5 3 4 , 7 9 6 1  

6.231.352 



CORAL CANYON U3900 

TOTAL EQUITY 

TOTAL LIABS AN0 EQUITY 

ACCOUNT DESCRIPTION 

MINORITY INTEREST 

SDC COMMON STOCK 
SDC ADDITIONAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUBSIDIARY EQUITY: 

LPSCO 
SASI 
SMLP U3500 
PVGC 
HOMEBUILDING 
PALM VALLEY nssoo 
wwos n4400 
KABUTO JV n3ooo 
COMMERCIAL PROPERTIES U2000 
HIDDEN HILLS U3300 
RANCHO VIES0 #6600 
RANCHLAND UTILITY 
CORAL CANYON n3900 

TOTAL EQUITY 

TOTAL LIABS AND EQUITY 

ACCOUNT DESCRIPTION _______________________________. 
MINORITY INTEREST 

. -  

SDC COMMON STOCK 
SDC ADDITIONAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUBSIDIARY EQUITY. 

LPSCO 
SASI 
SMLP X3500 
PVGC 
HOMEBUILDING 
PALM VALLEY #5500 
WWOS U4400 
KABUTO JV U3000 

HIDDEN HILLS U 3 3 0 0  
RANCHO VIUO #6600 
FANCHLANE UTILITY 
CORAL CANYON U3900 

COMMERCIAL PROPERTIES n2000 

TOTAL EQUITY 

TOTAL LIABS AND EQUITY 

ACCOUNT DESCRIPTION 

MINORITY INTEREST 

SCC CCMMON STOCK 
SDC AC0IT:ONAL PAID IN CITITAL 
iCC EIUNED iCRPLLLS-3EGINN:NG 
SDC EARNED SCRPLUS-C_BRENT 
SLWSI CIARY EARNINGS-CURRENT 
SUBS:CIARY EJUITY: 

LPSCO 
SASI 

PVGC 
HOMEBUILDING 

SMLP 113500 

PALM VALLEY nssoo 
wwos n4400 
KABUTO JV t i ~ o o o  
COMMERCIAL PROPERTIES n2000 
HIDDEN HILLS If3300 
RANCHO VIEJO 86600 
RANCHLAND UTILITY 
CORAL CANYON # 3 9 0 0  

TOTAL EQUITY 

TOTAL LIABS AND EQUITY 

1,138,047 4,926,636 (455,6221 6,553,333 90.290 

1,680,277 
162,334,150 

4.051.339 
12,821,745 

78,390,152 
15,428.782 

(42,620) D.I,M,O,S,U.V.W,T 18,499,560 F.L,T.X 1,187,765 1,414,717 

CONSOLIDATED 
__..__._.___.._..___--.------- 

4.904.395.09 

1,022.000.00 
375,368.521.94 
(71,438,656.871 
6,064,028.14 

(0.00) 

0 .00  
0.00 
0 . 0 0  
0 . 0 0  
0.00 
0 . 0 0  
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

311,015,893.21 

442,144,515.74 

_ _ _ _ _ _ _ _ _ - - - - _ - _ _ - -  
____.______._------ 

1..~15*s~--si.I==--I 

F,G 
1 

N 
D 
V 
0 
R 
5 
T 
u 
X 
W 

11,713,205 
1,023,781 

30,911,582 
6,231,352 
1,680,277 

162,334,150 
24,235,125 
12,821,745 
78,390,152 
15,431,852 
12,825,260 
1,062,944 
9,978,412 

387,259,338 

1 650.000 
I 29.661.233 

0 
0 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1999 CONSOLIDATING AND ELIMINATING ENTRIES 

A. SCM INTERCO A/P TO SDC 
SDC A/R FROM SCM 

GH INTERCO CAPITAL FROM SDC - ACQUISITION 
GH INTERCO A/P TO SDC 
SDC AIR FROM GH 

B. HOMEBUILDING CASH ADVANCES FROM SDC 
SDC CASH ADVANCES TO HOMEBUILDING 

C. SCM INTERCO CAPPED INTEREST 
SDC INTERCO INTEREST A/R FROM SCM 

ELIMINATE INTERCO RECEIVABLES/PAYABLES BETWEEN HOMEBUILDING AND SDC 

D. HOMEBUILDING ACCUMULATED EARNINGS 
SDC INVESTMENT IN GH 
SDC DUE DILIGENCE COSTS - GHH ACQUISITION 
SDC INVESTMENT IN SCM 
HOMEBUILDING CURRENT YEAR EARNINGS 

ELIMINATE SDC INVESTMENT IN GOLDEN HERITAGE & SCM 

E. DEFERRED INTERCO 
HOME INVENTORY 

PROFIT 

ELIMINATE DEFERRED PROFIT ON INTERCO LOT SALES TO HOMEBUILDING 

F. LPSCO COMMON STOCK 
LPSCO PAID IN CAPITAL 
LPSCO EARNINGS - PRIOR 
LPSCO INCOME TAXES 
LPSCO EARNINGS - CURRENT YEAR 
SDC INVESTMENT IN LPSCO - CONTRIB CAPITAL 
SDC INVESTMENT IN LPSCO - EARNINGS 
SDC DEFERRED TAXES DIFFERENTIAL 

ELIMINATE SDC INVESTMENT IN LPSCO 

G. LPSCO LONG-TERM NOTES PAYABLE 
SDC LONG-TERM NOTES RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY NOTE WITH SDC 

H. LPSCO ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY A/R WITH SDC 

I. SMLP CONTRIBUTED CAPITAL - MINORITY INT 
SMLP CONTRIBUTED CAPITAL - SDC GP 
SMLP DISTRIBUTED CAPITAL - SDC GP 
SMLP CONTRIBUTED CAPITAL - SDC LP 
SMLP DISTRIBUTED CAPITAL - SDC LP 
SMLP EARNINGS - PRIOR 
SMLP EARNINGS - CURRENT YEAR 
MINORITY INTEREST CONTRIBUTED CAPITAL 
MINORITY INTEREST - PRIOR (35%) 
MINORITY INTEREST - CURRENT YEAR (35%) 
SDC INVESTMENT IN SMLP - LP 
SDC DISTRIBUTIONS FROM SMLP - LP 
SDC INVESTMENT IN SMLP - GP 
SDC DISTRIBUTIONS FROM SMLP - GP 
SDC INVESTMENT IN SMLP - EARNINGS 
SDC LAND BASIS DIFFERENTIAL 

ELIMINATE SDC INVESTMENT IN SMLP #3500  

J. SMLP ACCOUNTS PAYABLE 

DEBIT 

$5,386,541.01 

$1,432,265.22 

$13,617,456.15 

$4,259,103.31 

$5,386,541.01 

$270,787.72 
$1,164,401.51 

$13,617,898.62 

$0.00 
$4,259,103.32 

$1,680,277.20 
$2,360,474.40 

$517.849.94 
$1,198,047.14 

$1,750,166.26 
$1,750,166.26 

$78,200.00 
$10,638,917.85 

$696,086.70 

$823,618.80 
$10,717,117.86 
$1,516,705.49 $0.00 

$300,000 .OO 
$300,000.00 

$36,630.11 
$36,630.11 

$490,147.01 

$2,100.000.00 

$28,321,435.40 

$10,066.214.00 
$3,495,918.29 

$6,743,407.00 

$12,851,612.00 

$20,005.97 

$10,066,214.00 

$12,853,612.00 

$6,741,407.00 

$9,912,502.39 
$1,223,571.40 
$2 ,100 ,000 .00  

$490,147.01 

$20,681,279.90 



L. 

SDC ACCOUNTS RECEIVABLE 

GH ACCOUNTS PAYABLE 
SMLP ACCOUNTS RECEIVABLE 

ELIMINATE SMLP INTERCOMPANY A/R WITH SDC AND HOMEBUILDING (PREMIUMS) 

SASI CONTRIBUTED CAPITAL 
SASI CAPITAL DISTRIBUTIONS 
SASI EARNINGS - PRIOR 
SASI EARNINGS - CURRENT YEAR 
PV INVESTMENT IN SASI - CONTRIB CAPITAL 
PV INVESTMENT IN SASI - DISTRIBUTIONS 
PV INVESTMENT IN SASI - EARNINGS 

ELIMINATE PALM VALLEY INVESTMENT IN SASI 

PVGC CONTRIBUTED CAPITAL 
PVGC EARNINGS - PRIOR 
PVGC EARNINGS - CURRENT YEAR 
SDC INVESTMENT IN PVGC - EARNINGS 
SDC INVESTMENT IN PVGC - CONTRIB CAPITAL 
ELIMINATE SDC INVESTMENT IN PALM VALLEY GOLF 

SDC CONTRIB. CAPITAL TO PVGC 
PVGC ACCOUNTS RECEIVABLE 

ELIMINATE PALM VALLEY GOLF INTERCOMPANY A/R WITH SDC 

WWOS CONTRIBUTED CAPITAL - PHASE 1 
WWOS CONTRIBUTED CAPITAL - PHASE 2 
WWOS CONTRIBUTED WORKING CAPITAL 
WWOS EARNINGS - PRIOR 
WWOS EARNINGS - CURRENT YEAR 
WWOS CAPITAL DISTRIBUTIONS - PHASE 1 
WWOS CAPITAL DISTRIBUTIONS - PHASE 2 
WWOS PREFERRED RETURN - PHASE 1 
WWOS PREFERRED RETURN - PHASE 2 
SDC INVESTMENT IN WWOS - PHASE 1 
SDC INVESTMENT IN WWOS - PHASE 2 
SDC INVESTMENT IN WWOS -CONTRIBUTED CAPITAL 
SDC INVESTMENT IN WWOS - EARNINGS 
SDC DISTRIBUTIONS FROM WWOS - PHASE 1 
SDC DISTRIBUTIONS FROM WWOS - PHASE 2 
SDC PREFERRED RETURN - PHASE 1 
SDC PREFERRED RETURN - PHASE 2 
SDC BASIS DIFFERENTIAL PH I BUILDINGS 
SDC BASIS DIFFERENTIAL LAND 
SDC 1994 CAPPED INTEREST ON WWOS 
SDC 1995 DEVELOPMENT FEES 
WWOS I/C A/P - COMMERCIAL 
COMMERCIAL I/C AIR - WWOS 
ELIMINATE SDC COMMERCIAL INVESTMENT IN WIGWAM OUTLET STORES #4400 

WWOS INTEREST PAYABLE - PHASE 1 LAND 
WWOS INTEREST PAYABLE - RLC 
SDC INTEREST RECEIVABLE - PHASE 1 LAND 
SDC INTEREST RECEIVABLE - RLC 

WWOS NOTES PAYABLE - PHASE 1 LAND 
SDC NOTES RECEIVABLE - PHASE 1 LAND 

WWOS NOTES PAYABLE - RLC 
SDC NOTES RECEIVABLE - RLC 

ELIMINATE WWOS INTERCOMPANY NOTES AND INTEREST WITH SDC 

WWOS ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 
WWOS MANAGEMENT FEE PAYABLE 
SDC COMMERCIAL A/R 

ELIMINATE WWOS INTERCOMPANY A/R WITH SDC 

KABUTO CONTRIBUTED CAPITAL - SDC 
KABUTO CONTRIBUTED CAPITAL. - KABUTO 
MINORITY INTEREST 
SDC INVESTMENT IN KABUTO - CONTR CAPITAL 

BALANCING PLUG 
SDC BASIS DIFFERENTIAL IN LAND 
SDC DEVELOPMENT COSTS 

ELIMINATE SDC INVESTMENT IN KABUTO JV #3000 

S. COMMERCIAL OPS CONTRIBUTED CAPITAL 
COMMERCIAL EARNINGS - PRIOR 
COMMERCIAL EARNINGS - CURRENT YEAR 
SDC INVEST IN GEN COMMERCIAL OPS - EARNINGS 
SDC INVEST IN GEN COMMERCIAL OPS - CONT CAPITAL 

$489,023.22 

$534,757.95 
$650,000.00 

$62.491.00 
$489,023.22 

$472.266.95 
$650,000.00 

$6,158,173.14 
$13,178.79 

$461,617.51 
$534,796.30 

$6,158,173.14 

$3,566.739.66 
$3,566,739.66 

$9,500,000.00 
$13,408,869.75 
$1,386,255.25 

$2,023,394.41 
$455,622.46 

$9,S00,000.00 
$4,967,126.16 

$287,567.78 
$3,465,697.50 
$9,500,000.00 

$13,408,869.75 
$1,386,255.25 

$2,023,394.41 
$9,500,000.00 
$4,967,126.16 

$287.567.78 
$3,465,697.50 

$372,209.61 
$372,209.61 

$24,028.03 
$67,812.50 

$24,028.03 
$67,812.50 

$1,059.206.67 
$1,059,206.67 

$10,000.000.00 
$10,000,000.00 

$147,948.78 

$4,532.05 
$147.948.78 

$4,532.05 

$8,987.209.60 
53,834,535.30 

$3,834,535.30 
$6,098,494.79 

$2,888,714.81 

$74,293.346.97 
$4.096.805.16 , 
$6,553,333.43 

$3,711.897.29 
$74,870,647.30 



SDC INVESTMENT IN OUTER LIMITS - PURCHASE 
SDC INVESTMENT IN FIDDLE (SCOTTS) - CONT CAPITAL 
SDC INVESTMENT IN FIDDLE (SCOTTS) - EARNINGS 
SDC INVESTMENT IN FUNTASTICKS - CONT CAPITAL 
SDC INVESTMENT IN FUNTASTICKS - EARNINGS 
SDC INVESTMENT IN FIDDLE (TEMPE) - CONT CAPITAL 
SDC INVESTMENT IN FIDDLE (TEMPE) - EARNINGS 
SDC INVESTMENT IN APS PROPERTIES - EARNINGS 
SDC INVESTMENT IN BLACK CANYON CP - EARNINGS 
SDC INVESTMENT IN PV MARKETPLACE - EARNINGS 
SDC INVESTMENT IN PV PAVILIONS - EARNINGS 
SDC INVESTMENT IN DYSART/MCDOWELL CENTER 
SDC INVESTMENT IN PV CROSSING - EARNINGS 
SDC INVESTMENT IN PV OFFICE PARK - EARNINGS 
SDC INVESTMENT IN METROCENTER - EARNINGS 
SDC INVESTMENT IN REST PLACE ~ EARNISGS 
SDC INVESTMENT IN LITCHFIELD OTHER - EARNINGS 
SDC INVESTMENT IN AUTOPLEX - EARNINGS 
SDC INVESTMENT IN TALAVI - EARNINGS 
SDC INVESTMENT IN WWOS - EARNINGS 
SDC INVESTMENT IN LP PROF. PLAZA - EARUINGS 
ELIMINATE SDC INVESTMENT IN COMMERCIAL OPERATIONS 

T. HIDDEN HILLS CONTRIBUTED CAPITAL 
GLAZ CONTRIBUTED CAPITAL, NET 
GLAZ INVESTMENT IN HIDDEN HILLS - CONT CAPITAL 
HIDDEN HILLS EARNINGS - PRIOR 
HIDDEN HILLS EARNINGS - CURRENT YEAR 
SDC INVESTMENT IN HIDDEN HILLS - EARNINGS 
SDC INVESTMENT IN HIDDEN HILLS - CONT CAPITAL 

ELIMINATE SDC INVESTMENT IN HIDDEN HILLS JV 63300 

U. SDC INVESTMENT IN RANCHO VIEJO - EARNINGS 
SDC INVESTMENT IN RANCHO VIEJO - CAPITAL 
RANCHO VIEJO CONTRIBUTED CAPITAL 
RANCHO VIEJO EARNINGS - PRIOR 
RANCHO VIEJO EARNINGS - CURRENT YEAR 
ELIMINATE SDC INVESTMENT IN RANCHO VIEJO JV #I6600 

V. PV CONTRIBUTED CAPITAL 
PV EARNINGS - PRIOR 
PV EARNINGS - CURRENT YEAR 
SDC INVESTMENT IN PALM VALLEY - EARNINGS 
SDC INVESTMENT IN PALM VALLEY - DEVELOP 

ELIMINATE SDC INVESTMENT IN PALM VALLEY #5500  

W. CORAL CANYON CONTRIBUTED CAPITAL 
CORAL CANYON - CURRENT YEAR 
SDC INVESTMENT IN CORAL CANYON - DEVELOP 
SDC INVESTMENT IN CORAL CANYON - EARNINGS 
ELIMINATE SDC INVESTMENT IN CORAL CANYON #3900 

X. RANCHLAND - CURRENT YEAR 
RANCHLAND - CONTRIBUTED CAPITAL 
RANCHLAND - DUE TO/FROM RANCHO VIEJO 
RANCHO INVESTMENT IN RANCHLAND UTILTY-CAPITAL 
RANCHO INVESTMENT IN RANCHLAND UTILTY-EARNINGS 
RANCHO - DUE TO/FROM RANCHLAND UTILITIES 
ELIMINATE RANCHO INVESTMENT IN RANCHLAND UTILITY 

#2000 

$1,822,514.94 
$2,856,149.32 

$523,646.10 

$316,639.18 

$8,126.09 

$8,156.32 

$82,105.31 

$203,224.40 
$182.886.06 
$391.454.46 

$643.44 

$8.144.139.11 
$6,687,713.00 

$90,289.50 

$12,825,259.18 

$1,414,716.71 

$152,168,812.48 
$9,625,337.53 
$4,926,635.98 

$9,978,412.11 

$42,619.10 

$1,062,944.39 
$176,174.00 

$92,235.67 

$179.466.39 
$434,240.58 

$912,832.69 
$113,661.31 

$2,301,131.21 
$2,694,953.30 

$812,316.24 
$150,309.61 

$281,410.66 

$121,246.12 

$6.687.713.00 
$3,069.71 

$81,219.79 
$8,144,139.11 

$1,329,015.08 
$12,821,215.56 

$85,701.63 

$14,551,973.51 
$152.768.812.48 

$42,619.70 
$9,978.412.11 

$92,235.57 

$1,062,944.39 

$176,174.00 



SunCor Development Company 
Consolidating Income Statement 
For the Year Ending December 31, 1999 (Unaudited) 

RANCHLAND 
SUNCDR LPSCC VPILITY SCTS MTN PVGC ................................................................. A C C O U ~ L  Description ................... 

Revenuer 
Hone Sale# 
Land Sales 
commercia1 Propercles 
Uclllcy Sales 
Managenent Pees 

Total operating Revenues 

Operacing Expenses 
cost O f  Homes Sold 
Cost oE Land Sold 

GHH ............. 

64,830,130 _ _  
._ _ _  _ _  

............. 
64,830,130 

54,969,177 

_. 
.. 

.- .. _. _ _  .. .. 
.- .- 7,104,128 

._ I, 978,755 
.. 

_ _  
._ 

30,146,383 
5.801.571 _ _  2,853.412 
1,540.917 _ _  .. ._ 7.692 ._ 

................................................................. 
57.188.891 2.853,*12 7.692 7,104,128 1,978,755 

I01 
18,807.702 
5.561.964 

.- 

.. 

.- 
1,785,921 _ _  _ _  
276,637 

2,062,558 

790,854 

............. 

.. 
-. 
-. 

99,915 
.- 
.. 
.. 

............. 
99.915 

192.2231 

-. 
.- 

193,879 _ _  
_. 

1,783,238 
198.536 

2,175,653 
............. 

1196. 8981 

.. 
_. 
.. 

3.442,629 _. 
.. 

98,223 
89,814 _ _  

............. 
3,630,666 

3,473,462 

commercial Properties 
Utility Expense 
Land Project Costs 
Oencral h Admlnisrrarive 
Depreciation h morclrarian 

_. 
2,329,986 
10,118,243 
1.111.951 

_ _  
5,149.460 
647,984 

61,066.621 
............. 

Total Operating Expenses 

Net Operating Income/llossl 

Other Incane and Gains 
Equity in Joint Ventures 
Interest Income 
Other 

Total Other Income and Gains 

Incerelt Expense. Nllt 
InLeIeOr mpenee 
Less: Capitalized Incercst 

Total Interest Expense, NeC 

linority Interest 

Income &€ore Taxes 

Income Taxes 

NET INCOME/ ILOSSI 

17.929.845 

1440.9541 3,763,509 

4 , 8 5 4 , 6 9 3  
695.311 ._ 

............. 
5,550,004 

.. 

.. 

.. 

.. 
22,457 123.891 _. 

............. 
123.893 

202.569 .. 
............. 

202,569 

22.457 (483.8551 

317,898 .. 
............. 

337.898 

6,509,298 
l4,745.2801 

1.764.018 
............. 

i.ai8.365 

2,326,667 

4.188.321 

_ _  
.. 

............. 
-. 

_ _  

._ 
............. 

.. 

1,279,654 

.. 
............. 
$ 3,279,654 

712.178 

1108 .4411  

192.2231 1.195.918 1534.7961 

.. 
............. 
$ 1534,7961 

CONSOLIDATED 
INCOME 

._ 
............. 
$ 192.223) 

_. 
............. 
$ 3,495,918 S 11.861.6531 S 820,619 

HIDDEN 
HILLS 

corn 
CANYON 

RPNCHO 
VlEJO Account Description 

Re"=""=* 
................... 

Home Sales 
Land Sales 
commercial Properties 
UtilLty Sales 
Managamenc Fees 

Total Oper'dtlng Revenues 

Operating Expense9 
Cost of Homes Sold 
Cost of Land Sold 

W O S  

12,756,318 
121.000 

.. 

77,586,1147 
38,306,511 
9,776,671 
2,861,101 
1,540,917 

130,071,672 
............. 

._ 
675,000 

1,996,347 

.. 
260.000 _. 

.. 
.. 

............. 
12,877.118 

9.925.940 
88.226 _. _ _  
5'13.823 
838.239 
82,902 

11. %79.110 

1,398,188 

............. 

t 
2.671.147 260.000 

64,895,117 
22,792,694 
6,821.991 
1.885. 835 
2. 372,012 
18,321.614 
1.092.406 

.. 
284.427 

1 , 0 6 6 , 1 4 8  _ _  
._ 
-. 

774,396 

2,124.971 

546,377 

............. 

.. 

._ 

.. 

.. 
_. 

42.620 .. 
............. 

42.620 

142.6201 

169,711 ._ 

.. 

............. 
169,711 

90.290 

COmerClal PropercLe4 
Utility Expense 
Land Propet Costs 
General i Administrative 
Depreciation L AmorL1ILC1011 

Total Operacing Expenses 

Net Operaclng Income/lLossl 

Other Income and Gal"= 
Equity in Joint Ventures 
1"LereSL Income 
Ocher 

Total Other Income and OalnS 

Interest Expense. Net 
InteresC Expense 
Less Capitalized Interest 

Total Interest Expense. Net 

nmorzty  inceresr 

Inc~me before Taxes 

Income Taxes 

NET INCOME/ (LOSS1 

:20.781.689 

9,289,983 

.. 
6.244 
.. 

.. 

.. 829 
.. .. 15.700 

e.854.690 
848.734 
(518.~061 

............ 
5.185.018 

8 . 0 5 8 . 0 0 8  
14.745.2801 

1,312,728 

1.018.165 

10,143.908 

4.079.880 

S 6.064.028 

............. 

............. 

...................................... 
.. .. 16,529 6 , 2 4 4  

1,008,243 .. 
............. 

1.008.243 

.. .. 

._ .. 
....................................... 

.. .. 

.. 
90,290 142,6201 l.4ll.717 1455,6221 

.. 
............. 
S 1455.6221 

.. 
....................................... 
5 90.290 5 142.6201 $ 1,414,717 



Downloaded By: Shirley Nagy 

Company: PINNACLE WEST CAPITAL CORP 
Form Type : U-3A-2 SEC File # :  0 6 9 - 0 0 3 0 6  
Description: FORM U-3A-2 
SEC File Date: 03/01/99 

LIVEDGAR Information Provided By: 
GSI ONLINE 

A division of Global Securities Information, I n c .  

Washington, DC 
Los Angeles, CA 

New York, NY 
Miami, FL 

For Additional Information About LIVEDGAR, Call 

or Visit Us on the World Wide Web at 
http://www.gsionline.com 

1-800-669-1154 

Chicago, IL 
Dallas, TX 

http://www.gsionline.com


Adopted November 9, 1939 

SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 

File No. 69-306 0 

FORM U-3A-2 

STATEMENT BY HOLDING COMPANY 
CLAIMING EXEMPTION UNDER RULE U-3A-2 

FROM THE PROVISIONS OF THE 
PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 

To Be Filed Annually Prior to March 1 

0 hereby files with the Securities and Exchange Commission, pursuant to Rule 2, 
its statement claiming exemption as a holding company from the provisions of the 
Public Utility Holding Company Act of 1935, and submits the following 
information: 



1. NAME, STATE OF ORGANIZATION, LOCATION AND NATURE OF BUSINESS OF 
CLAIMANT AND EVERY SUBSIDIARY THEREOF, OTHER THAN ANY EXEMPT WHOLESALE 
GENERATOR (EWG) OR FOREIGN UTILITY COMPANY IN WHICH CLAIMANT DIRECTLY 
OR INDIRECTLY HOLDS AN INTEREST. 

Pinnacle West Capital Corporation ( llClaimantll) , having been 
incorporated on February 20, 1985 under the laws of the State of Arizona, and 
having its principal executive offices at 400 East Van Buren, Suite 700, 
Phoenix, Arizona 85004, was organized principally to acquire and hold securities 
of other corporations for investment purposes. Claimant currently holds stock in 
the following subsidiaries: 

a. Arizona Public Service Company ('IAPS1' or the I1Company1l), is engaged 
principally in serving electricity in the State of Arizona. 
Incorporated in 1920 under the laws of the State of Arizona and having 
its principal executive offices at 400 North Fifth Street, Phoenix, 
Arizona 85004, APS became a subsidiary of the Claimant pursuant to a 
corporate restructuring plan approved by the Company's shareholders on 
April 18, 1985. 

(1) AXIOM Power Solutions, Inc. ('IAXIOM'') - -  an Arizona 
corporation having been incorporated on October 29, 1996 and 
having its principal executive offices at 400 E. Van Buren, 
Phoenix, Arizona 85004, was organized primarily to sell 
security and energy management products and services. AXIOM is 
a wholly-owned subsidiary of APS. 

(2) Bixco, Inc. ('lBixcoll) - -  an Arizona corporation having 
been incorporated on June 4, 1971 and having its principal 
executive offices at 400 North Fifth Street, Phoenix, Arizona 
85004, was organized primarily to conduct exploration 
activities for energy resources and other valuable minerals. 
Subsequent to the sale of its oil and natural gas properties 
in 1981, Bixco has been inactive. Bixco is a wholly-owned 
subsidiary of APS. 

(3) APS Energy Services Company, Inc. (llAPSES1l) - -  an Arizona 
Corporation having been incorporated on November 6, 1998 and 
having its principal executive offices at 400 E. Van Buren, 
Phoenix, Arizona 85004, was organized primarily to sell 
energy, products and services. APSES is a wholly-owned 
subsidiary of APS. 

b. SunCor Development Company ("SunCor") - an Arizona corporation 
having been incorporated on June 30, 1965 and having its 
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principal executive offices at 3838 North Central Avenue, Suite 1500, 
Phoenix, Arizona 85012, is a wholly-owned subsidiary of Claimant 
engaged primarily in the owning, holding and development of real 
property. 

(1) SunCor Resort & Golf Management, Inc. ("Resort & Golf 
Management") (previously named "SunCor Resort Management, 
Inc." and "SunCor Farms, Inc.!!) - -  an Arizona corporation 
having been incorporated on December 31, 1986 and having its 
principal executive offices at 3838 North Central Avenue' 
Suite 1500, Phoenix, Arizona 85012, operates and manages 
hotel, golf, food and beverage for the Wigwam Resort and 
Country Club, Sedona Golf Resort, SunRidge Canyon Golf Club, 
and Palm Valley Golf Club. Resort & Golf Management is a 
wholly-owned subsidiary of SunCor. 

(2) Litchfield Park Service Company (trLPSCO1l) - -  an Arizona 
corporation having been incorporated on September 21, 1954 and 
having its principal executive offices at 501 East Plaza 
Circle, Suite B, Litchfield Park, Arizona 85340, is a 
regulated public utility engaged in providing water and sewer 
services to commercial and residential customers. LPSCO became 
a wholly-owned subsidiary of SunCor on December 31,1986. 

(3) Golden Heritage Homes, Inc.. ("Golden Heritage Homes1') - -  
(previously named "SunCor Homes, Inc. I n ,  "LGR, Inc. Io and "WGP 
Realty, Inc.") an Arizona corporation having been incorporated 
on May 14, 1986 and having its principal executive offices at 
3838 North Central Avenue, Suite 1500, Phoenix, Arizona 85012, 
was organized to provide brokerage and realty services in the 
sale of commercial and residential real property. Golden 
Heritage Homes is a wholly-owned subsidiary of SunCor. 

(i) Golden Heritage Construction, Inc. ( I 'GH 
Construction") - -  an Arizona corporation having been 
incorporated on December 30, 1993 and having its 
principal executive offices at 3838 North Central 
Avenue, Suite 1500, Phoenix, Arizona 05012, was 
organized to serve as a general residential 
contractor. GH Construction became a wholly-owned 
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subsidiary of Golden Heritage Homes, Inc. on January 
1, 1996. 

(4) SCM, Inc. (llSCMIR) - -  an Arizona corporation having been 
incorporated on May 14, 1991 and having its principal 
executive offices at 3838 North Central Avenue, Suite 1500, 
Phoenix, Arizona 85012, was organized to participate in real 
estate joint ventures and other real estate related 
activities. SCM is a wholly-owned subsidiary of SunCor. 

(5) Golf de Mexico, S.A. DE C.V. ("Golf de Mexico") - -  a 
Mexican variable capital corporation having been incorporated 
on February 8, 1992 in Tijuana, Baja California, Mexico, and 
having its principal executive offices at 3838 North Central 
Avenue, Suite 1500, Phoenix, Arizona 85012, was organized to 
operate and manage the Real del Mar Golf Course in Mexico. 
Golf de Mexico has been inactive. 

(6) SunCor Realty & Management Company ("SunCor Realty") - -  
(previously named Russell Ranch Development Company) an 
Arizona corporation having been incorporated on April 1, 1994 
and having its principal executive offices at 3838 North 

. Central Avenue, Suite 1500, Phoenix, Arizona 85012 was 
organized to participate in real estate management and other 
real estate related activities. SunCor Realty is a 
wholly-owned subsidiary of SunCor. 

(7) Palm Valley Golf Club, Inc. (IIPalm Valley Golf") - -  an 
Arizona corporation having been incorporated on January 23, 
1996 and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012, was 
organized to hold title to the Palm Valley Golf Course. Palm 
Valley Golf is a wholly-owned subsidiary of SunCor. * 

(8) Rancho Viejo de Santa Fe, Inc. ("Rancho ViejoT0) - -  a New 
Mexico corporation having been incorporated on March 18, 1996 
and having its principal executive offices at 1590-B Pacheco 
Street, Santa Fe, New Mexico 87505, was organized to engage in 
real estate development in New Mexico. Rancho Viego is a 
wholly-owned subsidiary of SunCor. 
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(9) Ranchland Utility Company ("Ranchland") - -  a New Mexico 
corporation having been incorporated on September 5, 1997 and 
having its principal executive offices at 1590-B Pacheco 
Street, Santa Fe, New Mexico 87505 is a waste water utility. 
Ranchland is a wholly-owned subsidiary of Rancho Viejo. 

c. El Dorado Investment Company - -  an Arizona corporation having been 
incorporated on July 27, 1983 and having its principal executive 
offices at 400 East Van Buren, Suite 800,  Phoenix, Arizona 8 5 0 0 4 ,  is a 
wholly-owned subsidiary of Claimant engaged primarily in the 
acquisition and holding of stocks and securities of other companies for 
investment purposes. 

2 .  A BRIEF DESCRIPTION OF THE PROPERTIES OF CLAIMANT AND EACH OF ITS 
SUBSIDIARY PUBLIC UTILITY COMPANIES USED FOR THE GENERATION, 
TRANSMISSION AND DISTRIBUTION OF ELECTRIC ENERGY FOR SALE, OR FOR THE 
PRODUCTION, TRANSMISSION AND DISTRIBUTION OF NATURAL OR MANUFACTURED 
GAS, INDICATING THE LOCATION OF PRINCIPAL GENERATING PLANTS, 
TRANSMISSION LINES, PRODUCING FIELDS, GAS MANUFACTURING PLANTS AND 
ELECTRIC AND GAS DISTRIBUTION FACILITIES, INCLUDING ALL SUCH PROPERTIES 
WHICH ARE OUTSIDE THE STATE IN WHICH CLAIMANT AND ITS SUBSIDIARIES ARE 
ORGANIZED AND ALL TRANSMISSION OR PIPELINES WHICH DELIVER OR RECEIVE 
ELECTRIC ENERGY OR GAS AT THE BORDERS OF SUCH STATE. 

Neither the Claimant nor any of its subsidiaries own property used for 
the production, transmission and distribution of natural or manufactured gas. 
APS, a "public utility company" as that term is defined in the Public Utility 
Holding Company Act of 1935, is the only one of Claimant's subsidiaries that 
owns property used for the generation, transmission and distribution of electric 
energy for sale. 

5 



Exhibit D attached hereto shows the location of APS' major generating 
plants (including those owned jointly with others), principal transmission lines 
(including those operated for others) and interconnections of transmission lines 
with out-of-state utilities at state lines. All of such facilities, except the 
Four Corners Generating Station ("Four Corners"), and all of APS' distribution 
facilities, are located within the State of Arizona. Four Corners is a 
mine-mouth power plant, located in the northwest corner of New Mexico, near the 
city of Farmington, approximately 40 miles east of the Arizona-New Mexico 
border. 

APS' present generating facilities have an accredited capacity 
aggregating 3,986,900 kilowatts, comprised as follows: 

Coal : CAPACITY (kW) 
Units 1, 2 and 3 at Four Corners, 

15% owned Units 4 and 5 at Four Corners, 

Units 1, 2,  and 3 at the Cholla Plant, 

14% owned Units 1, 2 and 3 at the Navajo 

560,000 

2 2 2 , 0 0 0  

615,000 

Plant, representing 315,000 

aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
representing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

..................................... - - - - - - - - -  

Gas or Oil: 
Two steam units at Ocotillo, two steam 
units at Saguaro and one steam 

Eleven combustion turbine units, 

Three combined cycle units, 

unit at Yucca, aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

435,000(1) 

493,000 

255,000 
% 

1,183,000 
- - - - - - - - - - - - - - - - - - 

Nuclear: 
2 9 . 1  % owned or leased Units 1, 2 and 3 
at Palo Verde, representing ............................. 1,086,300 

- - - - - - - - - - - - - - - - - - 

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5,600 
- - - - - - - - - - - - - - - - - - 

. . . . . . . . . . . . . . . . . . . . . . . . .  
(1) West Phoenix steam units (108,300 kw) are currently mothballed. 
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APS' transmission facilities consist of approximately 5,268 pole miles 
of overhead lines and approximately 23 miles of underground lines, all of which 
are located within the State of Arizona. APSO distribution facilities consist of 
approximately 11,444 pole miles of overhead lines and approximately 10,110 miles 
of underground lines, all of which are located within the State of Arizona. 

3. THE FOLLOWING INFORMATION FOR THE LAST CALENDAR YEAR WITH RESPECT TO 
CLAIMANT AND EACH OF ITS SUBSIDIARY PUBLIC UTILITY COMPANIES (DATA IS NOT 
CURRENTLY MAINTAINED IN A FORMAT IDENTIFYING THE STATE IN WHICH THE SALES AND 
PURCHASES ARE MADE OR THE AMOUNT OF THEIR ASSOCIATED REVENUES OR EXPENSES.): 

a. NUMBER OF KWH OF ELECTRIC ENERGY SOLD (AT RETAIL OR 
WHOLESALE), AND MCF. OF NATURAL OR MANUFACTURED GAS DISTRIBUTED AT 
RETAIL. 

CLAIMANT APS 
None 30,780,474,000 kwh of electric energy sold at 

wholesale or retail 

0 Mcf. of natural or manufactured gas distributed at 
wholesale or retail 

b. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS DISTRIBUTED AT RETAIL OUTSIDE THE STATE IN WHICH EACH 
SUCH COMPANY IS ORGANIZED. 

CLAIMANT APS 
None 62,591,000 kwh of electric energy was distributed at 

retail outside Arizona. 

0 Mcf. of natural or manufactured gas distributed at 
retail outside Arizona t 
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c. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS SOLD AT WHOLESALE OUTSIDE THE STATE IN WHICH EACH SUCH 
COMPANY IS ORGANIZED, OR AT THE STATE LINE. 

CLAIMANT APS 
None 976,200 kwh of electric energy was sold at wholesale 

(to meet wholesale native load) outside Arizona or at 
state line. Data on wholesale non-native load is 
not currently maintained in this format. 

0 Mcf. of natural or manufactured gas sold at 
wholesale (to meet wholesale native load) outside 
Arizona or at state line. 

d. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS PURCHASED OUTSIDE THE STATE IN WHICH EACH SUCH COMPANY 
IS ORGANIZED OR AT THE STATE LINE. 

CLAIMANT APS 
None 0 kwh of electric energy was purchased outside 

Arizona or at state line. Data is not currently 
maintained in this format. 

19,380,577 Mcf. of natural or manufactured gas (used 
for generation) purchased outside Arizona or at 
state line. 

4. THE FOLLOWING INFORMATION FOR THE REPORTING PERIOD WITH RESPECT TO 
CLAIMANT AND EACH INTEREST IT HOLDS DIRECTLY OR INDIRECTLY IN AN EWG OR 
A FOREIGN UTILITY COMPANY, STATING MONETARY AMOUNTS IN UNITED STATES 
DOLLARS : 

The Claimant holds no interest, direct or indirect, in an EWG orqa 
foreign utility company. 

a. NAME, LOCATION, BUSINESS ADDRESS AND DESCRIPTION OF THE 
FACILITIES USED BY THE EWG OR FOREIGN UTILITY COMPANY FOR THE 
GENERATION, TRANSMISSION AND DISTRIBUTION OF ELECTRIC ENERGY FOR SALE 
OR FOR THE DISTRIBUTION AT RETAIL OF NATURAL OR MANUFACTURED GAS. 

Not applicable. 

b. NAME OF EACH SYSTEM COMPANY THAT HOLDS AN INTEREST IN SUCH 
EWG OR FOREIGN UTILITY COMPANY; AND DESCRIPTION OF THE INTEREST HELD. 

Not applicable. 
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C. TYPE AND AMOUNT OF CAPITAL INVESTED, DIRECTLY OR 
INDIRECTLY, BY THE HOLDING COMPANY CLAIMING EXEMPTION; ANY DIRECT OR 
INDIRECT GUARANTEE OF THE SECURITY OF THE EWG OR FOREIGN UTILITY 
COMPANY BY THE HOLDING COMPANY CLAIMING EXEMPTION; AND ANY DEBT OR 
OTHER FINANCIAL OBLIGATION FOR WHICH THERE IS RECOURSE, DIRECTLY OR 
INDIRECTLY, TO THE HOLDING COMPANY CLAIMING EXEMPTION OR ANOTHER SYSTEM 
COMPANY, OTHER THAN THE EWG OR FOREIGN UTILITY COMPANY. 

Not applicable. 

d. CAPITALIZATION AND EARNINGS OF THE EWG OR FOREIGN UTILITY 
COMPANY DURING THE REPORTING PERIOD. 

Not applicable 

e. IDENTIFY ANY SERVICE, SALES OR CONSTRUCTION CONTRACT(S) 
BETWEEN THE EWG OR FOREIGN UTILITY COMPANY AND A SYSTEM COMPANY, AND 
DESCRIBE THE SERVICES TO BE RENDERED OR GOODS SOLD AND FEES OR REVENUES 
UNDER SUCH AGREEMENT(S) . 

Not applicable. 
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EXHIBIT A 

A CONSOLIDATING STATEMENT OF INCOME AND SURPLUS OF THE CLAIMANT AND ITS 
SUBSIDIARY COMPANIES FOR THE LAST CALENDAR YEAR, TOGETHER WITH A CONSOLIDATING 
BALANCE SHEET OF CLAIMANT AND ITS SUBSIDIARY COMPANIES AS OF THE CLOSE OF SUCH 
CALENDAR YEAR. 

Exhibit A hereto includes consolidating statements of income and 
consolidating balance sheets for the Claimant and the following of its 
subsidiaries: Arizona Public Service Company, SunCor Development Company and El 
Dorado Investment Company. Subsidiaries have been consolidated for financial 
reporting purposes in accordance with Statement of Financial Accounting 

included are consolidating statements of income and consolidating balance sheets 
for SunCor Development Company and its subsidiaries. 

Standards No. 94, CONSOLIDATION OF ALL MAJORITY-OWNED SUBSIDIARIES. Also 
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EXHIBIT B FINANCIAL DATA STATEMENT 

If, at the time a report on this form is filed, the registrant is required to 
submit this report and any amendments thereto electronically via EDGAR, the 
registrant shall furnish a Financial Data Schedule. The Schedule shall set forth 
the financial and other data specified below that are applicable to the 
registrant on a consolidated basis. 

1. Total Assets. 

2 .  Total Operating Revenues. 

3 .  Net Income. 

See Exhibit B hereto. 
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EXHIBIT C 

An organizational chart showing the relationship of each EWG or foreign 
utility company to associate companies in the holding-company system. 

Not applicable. 
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EXHIBIT D 

In accordance with Item 304 of Regulation S-T of the Securities 
Exchange Act of 1934, APS' Service Territory map contained as Exhibit D to this 
Form U-3A-2 is a map of the State of Arizona showing APSI service area, the 
location of its major power plants and principal transmission lines, and the 
location of transmission lines operated by APS for others. The major power 
plants shown on such map are the Navajo Generating Station located in Coconino 
County, Arizona; the Four Corners Power Plant located near Farmington, New 
Mexico; the Cholla Power Plant, located in Navajo County, Arizona; the Yucca 
Power Plant, located near Yuma, Arizona; and the Palo Verde Nuclear Generating 
Station, located about 55 miles west of Phoenix, Arizona (each of which plants 
is reflected on such map as being jointly owned with other utilities), as well 
as the Ocotillo Power Plant and West Phoenix Power Plant, each located near 
Phoenix, Arizona, and the Saguaro Power Plant, located near Tucson, Arizona. 
APS' major transmission lines shown on such map are reflected as running between 
the power plants named above and certain major cities in the State of Arizona. 
The transmission lines operated for others shown on such map are reflected as 
running from the Four Corners Plant through a portion of northern Arizona to the 
California border. 
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The above-named Claimant has caused this statement to be duly executed 
on its behalf by its authorized officer on this 1st day of March, 1999. 

PINNACLE WEST CAPITAL CORPORATION 
(Name of Claimant) 

By Michael V. Palmeri 

Michael V. Palmeri 
Treasurer 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

[CORPORATE SEAL] 

Attest: 

Name, title and address of officer to whom notices and correspondence concerning 
this statement should be addressed: 

MICHAEL V. PALMER1 TREASURER 
(Name ) (Title) 

400 EAST VAN BUREN, SUITE 700, PHOENIX, ARIZONA 85004 
(Address ) 

14 



EXHIBIT B Financial Data Schedule 

The Claimant submits the following consolidated financial information: 

1. Total Assets : $6,824,546,000 

2. Total Operating Revenues: $2,130,586,000 

3 Net Income: $242,892,000 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET (UNAUDITED) 
December 31, 1998 
(THOUSANDS OF DOLLARS 1 

*ELIMINATIONS AND ADJUSTING ENTRIES' 
DEBIT CREDIT TOTAL PWCC _ _ _ _  APS _ _ _  SUNCOR _ _ _ _ -  

ASSET 
CURRENT ASSETS 
Cash and cash equivalents 
Customer and other 
receivables - net 

Accrued utility revenue 
Materials and supplies 
Fossil fuel 
Deferred income taxes 
Other current assets 

20.538 

233,876 
67.740 
69.074 
13.978 
3,999 

47.594 

$ 8.833 

1,679 

s 5.558 $ 4,332 

5,400 

3,975 
21,287 

$ _ -  
1,690 (bl 227.487 

67.740 
69,074 
13.978 
3.999 

26.695 
3,975(01 
1,04O(CI 

_ _  
619 

Total current assets 

INVESTMENTS AND OTHER ASSETS 
Real estate investments net 

Ocher assets 
(cap interest) 

Total investments and other 

UTILITY PLANT 
Electric plant in service and 

Less accumulaced depreciation 
and amortization 

Total Utility Plant 
Nuclear Fuel, net of amortizaton 
Construction work in progress 

held for future use 

Net Vcility Plant 

DEFERRED DEBITS 
Deferred income taxes 

11,131 34,994 

330,622 
9,018 

6 . 1 6 1 ( f l  5.762(el 331.021 
2,313,782 (a. f, hl 236.562 2,333,482 

2,333.482 
_ _ _ _ _ _ _ _ _ _  
.._.______ 

183.549 

183,549 
_ _ _ _ _ _ - - - _  

7.265.604 

2,814,762 

4,450,842 
51,078 

228,643 

4,730.563 

33,228 

4,937 

400.795 
303.660 
360,201 

Regulatory asset for income taxes 
Rate synchronization cost deferrals 
Other deferred debits 5.120 

Total deferred debits 5.120 

TOTAL ASSETS $2,349,733 

_ - - - _ _ _ _ _ _  
_ _ _ _ _ _ _ - - _  
======-=== 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET (UNAUDITED) 
December 31, 1998 
(THOUSANDS OF DOLLARS) 

LIABILITIES AND EQUITY 
CURRENT LIABILITIES 

Accounts payable 
Accrued taxes 
Accrued interest 
Dividend payable 
Short-term borrowings 
Comerical paper, net 
Current maturities of 
long-term debt 
Customer Deposits 
Other current liabilities 

Total current liabilities 

NON-CURRENT LIABILITIES 
Long-term debt less current 
maturities 

s 1.785 

199 _ _  _ _  _ _  

92,000 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 71,412 
Deferred investment tax credit 
Unamortized gain-sale of 

Other deferred credits 17,675 
utllity plant 

Total deferred credits 89,087 _ _ _ _ _ _ _ - _ _  
COMMITMENTS AND CONTINGENCIES INOTE) 

MINORITY INTERESTS: 
Non-Redeemable preferred stock of APS 
Redeemable preferred stock of APS 
Joint Ventures of SunCor 

5 145,139 
59,827 
31.218 _ _  

s 8.847 

449 

178,830 

154,378 
26.815 
16,755 

612,962 
_ _ _ _ _ _ _ _ _ _  

1,886.540 _ _ - - _ - - _ - -  
I. 312.007 

32.465 

77,787 
400,542 

1,822,801 
_ _ _ _ _ _ _ _ _ _  

s 34 
8 _ _  

S 5li) 

--<dl 
- -  lml 

3 9 , 8 8 3 l k , o l  
5,120 IJ) 

6,377 

6.377 

85.840 
9,401 

5.762 5.762 (el 

s 155.800 
2,685 (1, kl 62,520 

31,866 

85,840 
9.401 _ _  

COMMON STOCK EQUITY: 
Common stock 2,023.744 1,373,787 376,391 38,046 2,261.325 la1 1,550,643 
Accumulated deficit 139,607 601,968 171,4391 (11,1401 46,288lal 612.708 

Total 2,163,351 1,375,755 304,952 26,906 2,307,613 2,163,351 

TOTAL LIABILITIES AND EQUITY $2,149,733 56,393,299 $ 412,799 S 27,143 $2,364,641 S 6,213 56,824,546 

___.__.___ _ _ _ _ _ _ _ _ _ _  ____.-___ ______._ _ _ _ _ - _ _ _ _ _  _ _ _ _ _ _ _ _ _  _._______. 

_ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  _ _ _ _ - - - - -  - - - - _ - _ -  _ - - _ _ _ _ _ _ -  _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  
========== = = = s s = i = o  = = = = s i = =  =i=lil==l= ========= j===ij==j=i 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 
ELIMINATING AND ADJUSTING EXTRIES 

Common stock 
Accumulated earnings 

Other investments 

To eliminate PNW investment in subsidiaries 

common 
Stock _ _ _ _ _  

APS $1,846,888 
suncor 376,391 
El Dorado 38,046 

Total $2,261,325 
_ _ _ - _ - _ - - _  

===I====== 

Other current liabilities 
Customer and other receivables - net 

DEBITS - - _ _ _ _  
$2,261,325 

46,288 

To eliminate intercompany receivables/payables 

A/R A/P 
PNW Subs Books 

_ _ _ _ _ - - - - _  _ _ _ - _ _ _ _ - -  
APS $1.276 $1,276 
SunCor 225 225 
El Dorado 189 189 

Total $1,690 $1,690 

Other current liabilities $1,040 

_ _ _ _ _ _  _____. 

_ _ _ _ _ _  ---___ ____-_ -----_ 
Other current assets 

To eliminate PNW payable to APS 

Dividends Payable 
Customer and other receivable - net 

To eliminate APS Dividend to PNW 

Minority interest 
Real estate investments - net 

$5,762 

To eliminate minority interest of SunCor JV partners 

Real estate investments - net 
Other - assets 

$6,161 

To reclass PNW capitalized interest related to SunCOr 

Other current liabilities 
Other deferred credits 

To reclass PNW deferred comp to long-term 

Other deferred debits 
Other - assets 

To reclass PNW unamortized debt to long-term 

Accounts payable 
Accrued taxes 

To reclass PNW property tax 

Deferred investment tax credit 
Other deferred debits 

$3,528 

$8 

$5 

$2,307,613 

1,690 

$1,040 

_ _  

$5,762 

$6,161 

$3,528 

$8 

$ 5  

$5,120 
$5,120 

To reclass PNW ITC from Deferred taxes to Deferred ITC 

Other deferred debits 
Accrued taxes 

$2.680 
$2,680 

To reclass PNW accrued taxes 

Deferred income taxes-current portion 
Deferred income taxes-noncurrent portion 

Deferred income taxes $37,203 

$3,975 
33.228 

To eliminate Suncor deferred tax asset and PNW deferred tax liability. 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT (UNAUDITED) 
FOR THE PERIODS ENDED DECEMBER 31, 1998 
(THOUSANDS OF DOLLARS ) 

ADJUSTMENTS L ELIMINATIONS 
DEBIT CREDIT ELDO 

OPERATING REVENUES: 
Electric $ - -  
Real Estate - - - - - - - - 

Total _ _  
- - - - - - - - 

FUEL EXPENSES: 
Fuel for electric generation 
Purchased power 

$ - -  $2,006,398 
124,188 

2,130,586 

231,967 
305,534 

Total - -  
OPERATING EXPENSES: 
Utility operations and maintenance 
Real estate operations 
Depreciation and amortization 209 
Taxes other than income taxes 

- - - - - - - - 
Total 209 

- - - - - - - - 
OPERATING INCOME (209) 

414,041 
115,331 
379,679 
116,906 

1,025,957 

567,128 

- - - - - - - - - - 
_ _ _ _ _ _ _ _ _ _  

116,216 
2,896 

- - - - - - - - - 
119,112 

5,076 

OTHER INCOME (DEDUCTIONS): 
Interest on long-term debt 
Other interest 
Capitalized interest 
Preferred stock dividend 

Other, net 
requirements 

(9.874) 
(673) 

(6.648) 

2,333 
- _  

6,758 

(153,736) 
(15,409) 
18,596 

(9,703) 
609 

(137,214) 
(15,061) 
16,263 

325 (e) 

(9.7031 
(12,303) 

^ _ _ _ _ - _ _ _ _  

(158.018) _ _ _ _ _ _ _ _ _ _  
405,000 
159,456 

292,897 

Total 282,350 2,443 

INCOME BEFORE INCOME TAXES 282,141 
Income Tax Expense (Benefit) 39,249 

7,519 
(37,200) 

NET INCOME (LOSS) 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT 
ELIMINATING ENTRIES 

(a) Other - net (Subs income) 
Retained Earnings 

$ 2 9 4 , 7 9 1  
$ 2 9 4 , 7 9 1  

To eliminate PWCC Equity in earnings from subsidiaries 

PWCC 

APS $ 2 4 5 , 5 4 4  
SunCor 4 4 , 7 1 9  
El Dorado 4 , 5 2 8  

Total $ 2 9 4 , 7 9 1  
- - - - - - - 

- - - - - - - - - - - - - - 
(b) Real Estate Operations $ 7 3 1  

Interest Expense (PWCC) $ 73 1 

To reclass Capitalized Interest for SunCor Land Sales 

(c) Taxes other than income taxes 
Other - net 

To reclass PNW property taxes 

(d) Taxes other than income taxes 
Real estate operations 

To reclass SunCor property taxes 

(e) Other, net (El Dorado interest income) 
Other interest 

$ 26 
$ 2 6  

$ 1 , 6 1 6  
$ 1,616 

$ 3 2 5  t 

$ 3 2 5  

To eliminate interest on ELD loan to PNW 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATED BALANCE SHEET (UNAUDITED1 
FOR THE MONTH ENDED DECEMBER 31, 1998 

lcmlarr O S S ~ I P T I O N  CoilRIum u s c o  SUI SlLP WGC 
S ~ O P  

................... .................. .... .... 
Asses. 

c m * m  Asses 
CASH .ulO 5*111T I W T N m S  I 1,019,717 1410.710 I l95.99i 5 $75.190 I ll.li61 
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ACCOUNT DESCRIPTION _ - _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _  
LONG-TERM ASSETS 

CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELO GREENS 
VILLAGE OF LITMFIELO GREENS 
SCOTTSDALE MOUNTAIN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 
OTHER COWERCIAL LAND 

EQUITY INVESTMENTS: 
EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (I L 11) 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN WESTWORLD GOLF 

CONSOLIDATE0 ELIMINATING ENTITIES: 
INVEST IN IU\BUTO/SUNCOR JV 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 

INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF MNTRIB. CAP 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN PUNTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OPS 
INVESTMENT IN LP PROF. PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 

DEVELOPMENT PROJECTS 

5 INVESTMENT IN LPSCO 

PROJECT 2000: 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY h EQUIPMENT, NET 

DEFERRED INCOME TAXES 
WATER & SEWER UTILITY PROP, NET 

3 DEFERRED ASSETS 

3 DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

ACCO'UNT DESCRIPTION 

LONG-TERM ASSETS 

CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSDALE MOUNTAIN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 
OTHER COMMERCIAL LAND 

EQUITY INVESTMENTS: 
EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (1 h 111 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN WESTWORLD GOLF 

CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN WUTO/SUNCOR JV 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTO PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
DEVELOPMENT PROJECTS 

5 INVESTMENT IN LPSCO 

SUNCOR 
CORPORATE LPSCO - - - _ _ _ _ _  ~ _ - - - -  SAS I _ _ _ -  

5,597,906 

7,011,475 

0 

9,652,389 
3,589,437 

782,907 

5.882.342 

5.245.299 
1,154,335 

0 
525.943 

12,173,458 
0 

167,221,252 
6,231,352 
(4,060,6751 
8,674,183 
1,170,838 

481,241 

(603,5621 
1,623,517 
2,334,403 

79,255,821 
1,406.129 

899,849 
311,587 
(574.1371 
(139,299) 
253,727 
(65.725) 
73,203 
(18,428) 
(11,397) 

1126.084) 

5,964,883 
1,304.153 

10,000,000 
300.000 
785.336 

2,696,758 
33,225,488 

1,195,557 

13,503,454 

____________. 
14,699,011 

164,717.178 
943.106 

1,393,876 

936,291 

373,781 

36,696 

12,705.211 

16,232,891 

5,294,782 

142,635 
202,691 

5,640,108 

S 9,829,775 
______.______ 

COMM 

16,567,774 

12.962.803 

2.414.265 

3,500,641 

23,472,509 
1.440.528 

2.842.332 120,000 

3,807,232 



INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB. CAP 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FWTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OPS 
INVESTMENT IN LP PROF. PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 

PROJECT 2 0 0 0 :  

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PHASE I LAND NOTE TO WWOS 
SOC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY 6 EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER h SEWER UTILITY PROP, NET 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

1 8 , 0 0 7 . 3 5 5  
2 6 5 . 6 5 4  1 8 7 . 8 1 7  

1 , 3 8 8 , 5 3 1  9 9 , 1 0 8  
1 6 9 , 6 2 0  

7 1 , 7 8 3  
1 5 7 . 5 9 9  4 4 1 , 2 3 3  

7 2 , 9 1 5  

2 , 8 5 5 . 3 8 2  
_ _ _ _ _ _ _ _ - -  

2 0 . 6 9 8 . 4 8 7  

ACCOUNT DESCRIPTION 

LONG-TERM ASSETS 

CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSDALE MOUNTAIN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 
OTHER COMMERCIAL LAND 

EQUITY INVESTMENTS: 
EQUITY IN CTRPT ASSOC-LL? 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (1 h 11) 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN WESTWORLD GOLF 

CONSOLIDATED ELIMINATING ENTITIES. 
INVEST IN KnBUTOlSUNCOR JV 
INVESTMENT IN WIGWRM OUTLET LLC 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB. CAP 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FLWTASTICKS 
INVESTMENT IN GENEPAL COMM OPS 
INVESTMENT IN W K4RKETPLACE 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OPS 
INVESTMENT IN LP PROF PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
DEVELOPMENT PROJECTS 

PROJECT 2 0 0 0 :  

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PmSE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY h EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER h SEWER UTILITY PROP, NET 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

R VIEJO C. 

4 6 5 , 2 6 1  

9 , 7 5 8 , 4 7 2  
1 , 1 9 9 , 7 9 0  

R 8 , 8 5 3 , 1 2 2  
0 1 8 , 5 3 3 , 3 8 2  0 2 3 , 3 4 0 , 1 2 5  
I 1 5 , 7 3 0 , 1 1 3  I 2 0 , 9 9 3 , 0 8 0  

O D  1 , 1 5 4 , 3 3 5  

0 
F 

6 5 0 , 0 0 0  L 
o v  

5 2 5 . 9 4 3  
1 1 , 3 2 5 , 6 6 8  

1 , 0 2 3 . 7 8 1  
1 6 7 , 2 2 1 . 2 5 2  

6 , 2 3 1 , 3 5 2  

L 

M 

8 5 , 1 0 2  U 
3 , 0 7 0  T 

W 

4 , 0 6 0 , 6 7 5  N 
U 
T 

8 , 7 5 9 , 8 8 5  1 , 1 7 3 , 9 0 7  

4 8 1 . 2 4 1  

s 2 , 4 2 6 , 0 1 1  S 1 , 8 2 2 . 5 1 5  
S 1 , 6 2 3 , 5 1 7  
s 2 , 3 3 4 . 4 0 3  

S o s  7 9 , 2 5 5 , 8 2 1  
s 1 , 4 0 6 , 1 2 9  
s 8 9 9 . 8 4 9  

s 
s 
s 

o s  3 1 1 ; 5 8 7  ~~ 

5 7 4 , 1 3 7  
1 3 9 , 2 9 9  

6 5 , 7 2 5  
s 2 5 3 , 7 2 7  

7 3 , 2 0 3  
0 
O 

s 
1 8 , 4 2 8  S 
1 1 , 3 9 7  S 

1 2 6 . 0 8 4  S 

P 1 , 3 0 4 , 1 5 3  
P 1 0 , 0 0 0 , 0 0 0  
G 3 0 0 . 0 0 0  

1 0 . 6 3 3  5 . 2 6 4  
0 



ACCOUNT DESCRIPTION 

LONG-TERM ASSETS 

C O W  CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSDALE MOUNTAIN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 

- - - - - - - - - _ - - - - - - - - -  
DEVELOPMENT PROJECTS 

TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 
OTHER COHHERCIAL LAND 

EQUITY INVESTMENTS: 
EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (I & 111 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN WESTWORLD GOLF 

CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN K&BUTO/SUNCOR JV 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 

INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB. CAP 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN W PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OPS 
INVESTMENT IN LP PROP. PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 

5 INVESTMENT IN LPSCO 

PROJECT 2000: 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY 6 EQUIPMENT, NET 

DEFERRED INCOME TAXES 
WATER h SEWER UTILITY PROP, NET 

3 DEFERRED ASSETS 

3 DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

465,261 
1,199,730 
9,258,472 

181,284,952 
943,106 

12,705.211 
5,597,906 

12,962,803 
7.011.475 
2,414,265 

16,232,891 
1,393,876 

0 
3,500.641 

0 
23,472,503 
1.440.528 

936.291 
9,652,389 
3,589.437 

120.000 
2,842.332 

782,907 
0 

(2,970,780) 
(993,511) 
123.662) 

0 
0 
0 

247,790 
0 
0 
0 
0 
0 
0 
0 

23,302,137 
6,418,360 

n 
0 
0 

2, 600. 045 
4,863,457 

33,225.488 
13,503,454 

73,065 

378,052,887 

413.046.603 



ACCOUNT DESCRIPTION - - _ _ _ _ _ _ - - _ - _ - - _ - - _  
LIABILITIES: 

CURRENT LIABILITIES 
4 A/P h RETENTION 
4 ACCRUED LIABILITIES 

INTERCOMPANY ACCODNTS. 
4 LPSCO - SDC 
4 SMLP - SDC 
4 SCM-SDC CASH ADVANCES 267 
4 GH-SDC ImERCO CAPITAL 265 
4 WWOS-SDC 

INTEREST PAYABLE 
SIT NOTES PAYABLE 

$45 MILLION TERM LOAN 
$55 MILLION RLC 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN - PVGC 

DEF PROFIT b UNEARNED REVENUE 
PWCC INTERCO PAYABLE 
APS LRND INTERCO PAYABLE 
CUSTOMER DEPOSITS 

TOTAL CURRENT LIABILITIES 

PVGC - _ _ -  

35.838 
73,731 

$ 198,218 
2.083.844 

S 19,428 S 69.484 
38.726 104.121 

193,109 
226.417 

21.391 
27.761 

443.916 

3,208.144 

2,661,923 
358,870 

18.569 0 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

WWOS OWES SDC PH I LAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
TEXTRON LOAN - PVGC 

5 OTHER ACCRUED LIABILITIES 
5 DEFERRED TAXES 
5 LONG-TERM CUSTOMER DEPOSITS 
5 CONTRIB PROPERTY AIA 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

MINORITY INTEREST 

ACCOLNT DESCRIPTION - _ _ _ _ _ - _ _ - - _ _ _ _ _ _ _ -  

38,853,019 
38,138,836 

300,000 

889,149 
216,617 
586,162 
916,642 

2,908,570 
_ _ _ _ _ _ _ _  ~ 

3,488,854 
3,513,221 48.792 

_ _ _ _ _ _ _ _ _ _  
80,505,071 

3,349.487 

HOMES COMM . 
_..__ 

LIABILITIES: 
CURRENT LIABILITIES 

4 A/P & RETENTION 
4 ACCRUED LIABILITIES 

$ 2,714,754 
(5.282) 

1,036,745 
159,457 

202,637 
820,338 

INTERCOMPANY ACCODNTS: 
LPSCO - SDC 
SMLP - SDC 
SCM-SDC CASH ADVANCES 
GH-SDC INTERCO CAPITAL 

261 
265 

12,777,915 
1,432.265 

5,371 
48,503 
97,397 

WWOS-SDC 
INTEREST PAYABLE 
S/T NOTES PAYABLE 

$45 MILLION TERM LOAN 
$55 MILLION RLC 
GOLDEN HERITAGE (PEW) 398,595 
TEXTRON LOAN - PVGC 

DEF PROFIT h UNEARNED REVENUE 
PWCC INTERCO PAYABLE 
APS LAND INTERCO PAYABLE 
CUSTOMER DEPOSITS 

TOTAL CURRENT LIABILITIES 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

WWOS OWES SDC PH I IAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
TEXTRON LOAN - PVGC 

5 OTHER ACCRUED LIABILITIES 
5 DEFERRED TAXES 
5 LONG-TERM CUSTOMER DEPOSITS 
5 CONTRIB PROPERTY RIA 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

MINORITY INTEREST 

58.449 

(0) 

97,416 

1,694,749 
____._ . . . . -. . . 
17,728 1,081,424 _ _ _ _ _ _  - - . . -. - - - 19,018,368 724,417 

1,304,153 
10,000,000 

224.212 230,145 

ACCOUNT DESCRIPTION H HILLS ? VIEJO 

LIABILITIES: 
CURRENT LIABILITIES 

4 A/P & RETENTION 
4 ACCRUED LIABILITIES 

S 5.197 J.K.Q $ 315,272 $ - -  $ 1,200 
29,837 

350,326 
207,991 

INTERCOMPANY ACCOUNTS: 
4 LPSCO - SDC 
4 SMLP ~ SDC 
4 SCM-SDC CASH ADVANCES 261 
4 GH-SDC INTERCO CAPITAL 265 
4 WWOS-SDC 

INTEREST PAYABLE 
S/T NOTES PAYABLE 

$45 MILLION TERM LOAN 
$55 MILLION RLC 
GOLDEN HERITAGE (PEW) 

H 21,391 
J 27,761 
B 12,777,915 
A 1,432,265 
Q 48.503 
P 97.398 

0 



TEXTRON LOAN - PVGC 
DEF PROFIT h UNEARNED REVENUE 
PWCC INTERCO PAYABLE 
APS LAND INTERCO PAYABLE 
CUSTOMER DEPOSITS 

TOTAL CURRENT LIABILITIES 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

WWOS OWES SDC PK I U N O  NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
TEXTRON LOAN - PVGC 

5 OTHER ACCRUED LIABILITIES 
5 DEFERRED TAXES 
5 LONG-TERM CUSTOMER DEPOSITS 
5 CONTRIB PROPERTY AIA 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

MINORITY INTEREST 

ACCOUNT DESCRIPTION _ - _ _ _ _ _ - - - - - - - - - - - -  
LIABILITIES: 

CURRENT LIABILITIES 
4 A/P h RETENTION 
4 ACCRUED LIABILITIES 

INTERCOMPANY ACCOUNTS: 
LPSCO - SDC 
SMLP - SDC 
SCM-SDC CASK ADVANCES 267 
GH-SDC INTERCO CAPITAL 265 
WWOS-SDC 

INTEREST PAYABLE 
S/T NOTES PAYABLE 

$45 MILLION TERM LOAN 
$55 MILLION RLC 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN ~ PVGC 

DEF PROFIT h UNEARNED REVENUE 
PWCC INTERCO PAYABLE 
APS LAND INTERCO PAYABLE 
CUSTOMER DEPOSITS 

TOTAL CURRENT LIABILITIES 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

5 
5 
5 
5 

WWOS OWES SDC PH I LAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
TEXTRON LOAN - PVGC 

OTHER ACCRUED LIABILITIES 
DEFERRED TAXES 
LONG-TERM CUSTOMER DEPOSITS 
CONTRIB PROPERTY RIA 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

MINORITY INTEREST 

59.956 
E 2,565,923 

P 1.304.153 
P 10,000,000 

G 300.000 
59.956 

CONSOLIDATED 
______._____ 

$ 5,090,181 
3.756,908 

0 
0 
0 
0 
0 

449.286 

3,208,144 
n 

398.595 
59,956 

270,434 
358,870 

1,694,749 
(01 

0 
0 

38,853,019 
38,138.836 

0 
3,428,898 
4.905.519 

216,617 
586,162 
916,642 

87,045,693 
_ _ _ _ - - _ _ - - - - -  

102,332,816 

5,761.924 



SUNCOR 
CORPORATE LPSCO _.._. SASI ..__ SULP .... W G C  ..__ 

EQUITY. 

SDC COMMON STOCK 
SDC SDDITIONAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 

1 , 0 2 2 . 0 0 0  
1 7 5 , 1 6 8 , 5 2 2  

4 4 , 7 1 9 , 9 3 2  
1116,158,6481 

4 , 7 5 3 , 4 1 1  

2 , 4 3 6 , 9 1 6  

1127,9031 SUBSIDIARY EARNINGS-CURREM 
SUBSIDIARY EQUITY. 
LPSCO 
SASI 

1 0 , 7 8 0  

11.895.16C 

159,366 

2 1 4 , 4 1 5  

... 
HOMEBUI WING 
P A W  VALLEY 85500 
MUDS 84400 
m m o  Jv Y I O O O  

HIDDEN HILLS ill300 

CORAL CANYON 81900 

COMMERCIAL PROPERTIES x2000 

RANCHO VIEJO n6600 

............ 
1 0 4 . 9 5 i .  866 

............ 
3 7 3 , 7 8 1  

5 4 9 9 . 2 9 6  
............ 

............ 
6 , 2 1 1 , 3 5 2  ............ 

$ 9 , 8 2 9 , 7 7 5  

TOTAL EQUITY 

TOTAL LIASS AND EQUITY 

1 1 , 9 2 6 , 2 4 0  

S 15.275.727 

W 
.~ 

wwos ._.- cow. ___.. ACCOUNT DESCRIPTION 

EQUITY: 
................... 

SDC C O W N  S l o c I  
SDC mDITIONAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC W E D  SURPLUS-CURRENT 
SUBSIDIARY WNINGS-CURRENT 
SUBSIDIARY EQUITY 
LPSCO 
SAS I 

PVOC 
SMLP x i 5 0 0  

1 , 6 0 6 . 9 8 2  1 , 0 4 6 . 0 0 1  6 , 1 2 8 , 4 9 3  

161.092.531 

l90.3411 0 

HOnEBUIWINO 
PALM VALLEY 85500 
YWS m o o  
l u ~ m o  JV xiooo 
COMMERCIAL PROPERTIES ~ 2 0 0 0  

RANCHO VIEJO m o o  
HIDDEN HILLS Y1300 

C O W  CANYON X3900 

TOTAL EQUITY 

TOTAL LIABS AND E Q U I N  

6 1 4 . 2 7 6  

4 , 8 9 1 , 0 8 3  

8 1 . 0 1 4 . 6 2 1  

............ 
1,680.277 ............ 

5 2 0 , 6 9 8 . 6 4 5  
.--i-*.-j==* 

............. 
1 6 7 , 2 2 1 , 0 3 2  

j 1 6 8 , 7 1 8 , 8 6 1  
............. 
=*--====-=**: 

............. 
4 , 8 0 0 , 7 1 0  ............. 

s 1 6 , 8 2 9 , 3 1 0  

............ 
1 2 . 6 8 7 . 6 5 7  ............. 

s 1 2 . 7 0 5 . 3 8 5  

............. 
8 4 , 6 1 9 , 6 0 3  ............. 

$ 85,931,172 II...i......i 
ELIMINATIONS ....................................... 

1. CANYON REP DEBIT REP CREDIT . . . . . . . . . . . . . . . . . . . . . . . . . .  ACCOUNT DESCRIPTION 

EQUITY: 
................... H HILLS ....... R VIEJO ....... 

t 

11.5021 161.7611 F.L. 1 . S . V  1 5 , 7 2 9 , 0 6 1  0 , T . U . M  2 8 1 , 5 0 5  

P 1 1 . 8 9 5 . 4 6 0  
L 8 6 1 . 4 1 5  L 6 5 0 . 0 0 0  

LPSCO 
SAS I 

PVOC 
HOMEBUILDING 

SMLP ~ 3 5 0 0  

PALM VALLEY x5500 
wws n 4 . m  
m m o  JV n m m  

I 
M 

2 6 , 1 5 2 ; 1 4 9  I 
6 , 1 5 9 . 2 5 5  

6 1 1 . 2 7 6  
1 6 1 , 0 9 2 , 5 3 4  

2 3 . 8 6 0 . 1 2 5  0 
1 2 . 6 8 7 . 6 5 7  
8 1 , 0 1 4 , 6 2 1  

1 , 1 7 3 , 7 1 4  T 
8 , 7 5 9 . 8 8 5  u 

481.241 ............ 
1 5 0 . 7 0 4 . 1 9 3  

2 1 , 7 1 5 . 2 3 1  
0 
0 

1 8 . 9 6 9 , 0 * 2  

0 
1 , 5 6 7  

2 3 , 9 4 2  

............ 
41,641,289 

D 
V 
0 
R 
S 
T 
U 

481.241 w ........ 
481.241 

CMERCIAL PROPERTIES x2000 
HIDDEN HILLS xi100 

COW CANYON x i 9 0 0  
RANCHO VIEJO X6600 

1 , 1 7 2 , 1 4 7  
8 , 7 1 5 , 9 4 3  

............. 
TOTAL LIAES AND EQUITY 5 1 . 2 0 1 . 6 8 2  

*-==.=--s.s-= 

........... 
1 , 1 7 0 , 6 4 5  

........... 
8 . 6 7 4 . 1 8 2  

9 , 2 3 1 , 4 9 9  
............ 
ii=.=.I.*..l 

TOTAL EQUITY 

S S 

ACCOUNT DESCRIPTION CONSOLIDATED 

EQUITY 

SDC COW4ON STOCK 1 . 0 2 2 . 0 0 0  
1 7 5 , 3 6 8 , 5 2 2  

l l 1 6 . 1 5 8 . 6 4 8 1  
4 4 , 7 1 9 , 9 9 2  

11) 

..... 
SASI 

PVOC 
HWEBUILDING 

SMLP IIISOO 

PAW VALLEY n5500 
Y W S  84400 
M U T O  Jv Y3000 
COMMERCIAL PROPERTIES X2000 

RANCHO VIEJO X6600 
HIDDEN HILLS L I I O O  

CORAL CANYON xi900 

TOTAL EQUITY 

TOTAL LIABS AND EQUITY 

IO1 
0 
0 

I O 4 , 9 5 1 , 8 6 1  

$ 413,046.601 

............. 

............. 

.._=il*iiiiii 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1998 CONSOLIDATING AND ELIMINATING ENTRIES 

A. SCM INTERCO A/P TO SDC 
SDC A/R FROM SCM 

$ 4,981,309 
$ 4,981,309 

GH INTERCO CAPITAL FROM SDC - ACQUISITION $ 1,432,265 
GH INTERCO A/P TO SDC $ 664,537 

$ 767,728 SDC A/R FROM GH 

B. HOMEBUILDING CASH ADVANCES FROM SDC 
SDC CASH ADVANCES TO HOMEBUILDING 

C. SCM INTERCO CAPPED INTEREST 
SDC INTERCO INTEREST A/R FROM SCM 

$12,777,915 
$12,777,915 

$ 2,592,637 
$ 2,592,637 

ELIMINATE INTERCO RECEIVABLES/PAYABLES BETWEEN HOMEBUILDING AND SDC 

D. HOMEBUILDING ACCUMULATED EARNINGS 
SDC INVESTMENT IN GH 
SDC INVESTMENT IN SCM 

HOMEBUILDING CURRENT YEAR EARNINGS 

ELIMINATE SDC INVESTMENT IN GOLDEN HERITAGE & SCM 

E. DEFERRED INTERCO PROFIT 
HOME INVENTORY 

$ 634,276 
$ 1,154,335 
$ 525,943 

$ 1,046,001 

$ 2,565,923 
$ 2,565,923 

ELIMINATE DEFERRED PROFIT ON INTERCO LOT SALES TO HOMEBUILDING I 

F. LPSCO COMMON STOCK $ 78,200 
LPSCO PAID IN CAPITAL $11,151,953 

$ 665,307 LPSCO EARNINGS - PRIOR 
LPSCO EARNINGS - CURRENT YEAR $ 30,780 
SDC INVESTMENT IN LPSCO - CONTRIB CAPITAL $11,230,153 

$ 695,515 SDC INVESTMENT IN LPSCO - EARNINGS 

ELIMINATE SDC INVESTMENT IN LPSCO 

G. LPSCO LONG-TERM NOTES PAYABLE 
SDC LONG-TERM NOTES RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY NOTE WITH SDC 

H. LPSCO ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

$ 300,000 
$ 3 0 0 , 0 0 0  

$ 21,391 
$ 21,391 

ELIMINATE LPSCO INTERCOMPANY A/R WITH SDC 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1998 CONSOLIDATING AND ELIMINATING ENTRIES 

DEBIT 
- - - - -  

$ 7,985,114 

$ 9,878,612 

I. SMLP CONTRIBUTED CAPITAL - MINORITY INT 
SMLP CONTRIBUTED CAPITAL - SDC GP 

SMLP CONTRIBUTED CAPITAL - SDC LP 

SMLP EARNINGS - PRIOR 
SMLP EARNINGS - CURRENT YEAR 

SMLP DISTRIBUTED CAPITAL - SDC GP 

SMLP DISTRIBUTED CAPITAL - SDC LP 

MINORITY INTEREST CONTRIBUTED CAPITAL 
MINORITY INTEREST - PRIOR (35%) 
MINORITY INTEREST - CURRENT YEAR (35%) 
SDC INVESTMENT IN SMLP - LP 

SDC DISTRIBUTIONS FROM SMLP - LP 
SDC INVESTMENT IN SMLP - GP 

SDC DISTRIBUTIONS FROM SMLP - GP 
SDC INVESTMENT IN SMLP - EARNINGS 

$ 490,147 

$ 2,100,000 
$ 5,851,507 

$23,562,002 

$ 7,985,114 
$ 4,759,433 

$ 8,246,701 
$ 1,665,802 
$ 2,100,000 

$ 5,851,507 

$ 9,878,612 
$ 490,147 

$18,408,933 

ELIMINATE SDC INVESTMENT IN SMLP #3500 

J. SMLP ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

$ 27,761 
$ 21,761 

GH ACCOUNTS PAYABLE 
SMLP ACCOUNTS RECEIVABLE 

$ 310,000 
$ 310,000 

ELIMINATE SMLP INTERCOMPANY A/R WITH SDC AND HOMEBUILDING (PREMIUMS) 

K. SASI ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

$ 0 
$ 0 

0 
0 

ELIMINATE SASI INTERCOMPANY A/R WITH SDC 

$ 489,023 

$ 375,392 
$ 159,366 

L. SASI CONTRIBUTED CAPITAL 
SASI CAPITAL DISTRIBUTIONS 

SASI EARNINGS - CURRENT YEAR 
PV INVESTMENT IN SASI - CONTRIB CAPITAL 

SASI EARNINGS - PRIOR 

PV INVESTMENT IN SASI - DISTRIBUTIONS 
PV INVESTMENT IN SASI - EARNINGS 

650,000 

489,023 

534, I58 
$ 650,000 

ELIMINATE PALM VALLEY INVESTMENT IN SASI 

M. PVGC CONTRIBUTED CAPITAL 
PVGC EARNINGS - PRIOR 
PVGC EARNINGS - CURRENT YEAR 

SDC INVESTMENT IN PVGC - EARNINGS 
SDC INVESTMENT IN PVGC - CONTRIB CAPITAL 

ELIMINATE SDC INVESTMENT IN PALM VALLEY GOLF 

N. SDC CONTRIB. CAPITAL TO PVGC 
PVGC ACCOUNTS RECEIVABLE 

$ 6,158,173 
$ 201,082 

127,903 
73,179 

$ 6,158,173 

$ 4,060,675 
$ 4,060,615 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1998 CONSOLIDATING AND ELIMINATING ENTRIES 

DEB IT CREDIT - - - - -  - - - - _ -  

ELIMINATE PALM VALLEY GOLF INTERCOMPANY A/R WITH SDC 

0. WWOS CONTRIBUTED CAPITAL - PHASE 1 $ 9,500,000 

WWOS CONTRIBUTED WORKING CAPITAL $ 837,594 
WWOS CONTRIBUTED CAPITAL - PHASE 2 $13,522,531 

$ 1,933,052 
WWOS EARNINGS - CURRENT YEAR $ 90,340 

WWOS CAPITAL DISTRIBUTIONS - PHASE 2 $ 4,967,126 
WWOS PREFERRED RETURN - PHASE 1 $ 287.568 

$ 2,281,296 WWOS PREFERRED RETURN - PHASE 2 

SDC INVESTMENT IN WWOS - PHASE 2 $13,408,870 
SDC INVESTMENT IN WWOS -CONTRIBUTED CAPITAL $ 431,255 

WWOS EARNINGS - PRIOR 
WWOS CAPITAL DISTRIBUTIONS - PHASE 1 $ 9,500,000 

SDC INVESTMENT IN WWOS - PHASE 1 $ 9,500,000 

SDC INVESTMENT IN WWOS - EARNINGS $ 2,023,392 
SDC DISTRIBUTIONS FROM WWOS - PHASE 1 $ 9,500,000 
SDC DISTRIBUTIONS FROM WWOS - PHASE 2 $ 4,967,126 
SDC PREFERRED RETURN - PHASE 1 $ 287,568 
SDC PREFERRED RETURN - PHASE 2 $ 1,761,296 

ELIMINATE SDC COMMERCIAL INVESTMENT IN WIGWAM OUTLET STORES #4400 

P. WWOS INTEREST PAYABLE - PHASE 1 LAND $ 29,585 
WWOS INTEREST PAYABLE - RLC $ 67,813 

SDC INTEREST RECEIVABLE - PHASE 1 LAND $ 29,585 
$ 61.813 SDC INTEREST RECEIVABLE - RLC 

WWOS NOTES PAYABLE - PHASE 1 LAND 
SDC NOTES RECEIVABLE - PHASE 1 LAND 

WWOS NOTES PAYABLE - RLC 
SDC NOTES RECEIVABLE - RLC 

$ 1,304,153 
$ 1,304,153 

t 

$10,000,000 
$10,000,000 

ELIMINATE WWOS INTERCOMPANY NOTES AND INTEREST WITH SDC 

Q. WWOS ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

WWOS MANAGEMENT FEE PAYABLE 
SDC COMMERCIAL A/R 

$ 48.503 
$ 48,503 
$ 5,272 

$ 5,212 

ELIMINATE WWOS INTERCOMPANY A/R WITH SDC 

R. KABUTO CONTRIBUTED CAPITAL - SDC $ 8,853,122 
KABUTO CONTRIBUTED CAPITAL - KABUTO $ 3,834,535 

MINORITY INTEREST $ 3,834,535 
SDC INVESTMENT IN KABUTO - CONTR CAPITAL $ 5,981,619 
BALANCING PLUG $ 2,871,502 

ELIMINATE SDC INVESTMENT IN KABUTO JV #3000 

S. COMMERCIAL OPS CONTRIBUTED CAPITAL $80,522,808 
COMMERCIAL EARNINGS - PRIOR $ 491,813 
COMMERCIAL EARNINGS - CURRENT YEAR $ 3,604,982 
SDC INVEST IN GEN COMMERCIAL OPS - EARNINGS $ 1,636,480 

SDC INVEST IN GEN COMMERCIAL OPS - CONT CAPITAL $77,619,340 
SDC INVESTMENT IN OUTER LIMITS - PURCHASE $ 1,822,515 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1 9 9 8  CONSOLIDATING AND ELIMINATING ENTRIES 

DEBIT 
- - - - -  

SDC INVESTMENT IN FIDDLE (SCOTTS) - CONT CAPITAL $ 2 , 0 1 2 , 5 9 3  
SDC INVESTMENT IN FIDDLE (SCOTTS) - EARNINGS $ 4 1 3 , 4 8 4  

SDC INVESTMENT IN FUNTASTICKS - CONT CAPITAL 
SDC INVESTMENT IN FUNTASTICKS - EARNINGS 
SDC INVESTMENT IN FIDDLE (TEMPE) - CONT CAPITAL 
SDC INVESTMENT IN FIDDLE (TEMPE) - EARNINGS 
SDC INVESTMENT IN PV MARKETPLACE - EARNINGS 
SDC INVESTMENT IN PV PAVILIONS - EARNINGS 

SDC INVESTMENT IN PV CROSSING - EARNINGS 
SDC INVESTMENT IN METROCENTER - EARNINGS 

SDC INVESTMENT IN LITCHFIELD OTHER - EARNINGS 
SDC INVESTMENT IN REST PLACE - EARNINGS $ 6 5 , 7 2 5  

SDC INVESTMENT IN AUTOPLEX - EARNINGS $ 5 7 4 , 1 3 7  
SDC INVESTMENT IN TALAVI - EARNINGS $ 1 3 9 , 2 9 9  

SDC INVESTMENT IN LP PROF. PLAZA - EARNINGS $ 1 8 , 4 2 8  
SDC INVESTMENT IN APS PROPERTIES - EARNINGS $ 1 2 6 , 0 8 4  

SDC INVESTMENT IN WWOS - EARNINGS $ 1 1 , 3 9 7  

ELIMINATE SDC INVESTMENT IN COMMERCIAL OPERATIONS # 2 0 0 0  

T. HIDDEN HILLS CONTRIBUTED CAPITAL $ 1 , 1 7 3 , 7 1 4  
HIDDEN HILLS EARNINGS - PRIOR 
HIDDEN HILLS EARNINGS - CURRENT YEAR 

SDC INVESTMENT IN HIDDEN HILLS - EARNINGS $ 3 , 0 7 0  
SDC INVESTMENT IN HIDDEN HILLS - CONT CAPITAL 

ELIMINATE SDC INVESTMENT IN HIDDEN HILLS JV # 3 3 0 0  

U. SDC INVESTMENT IN RANCHO VIEJO - EARNINGS $ 8 5 , 7 0 2  
SDC INVESTMENT IN RANCHO VIEJO - CAPITAL 

RANCHO VIEJO EARNINGS - PRIOR 
RANCHO VIEJO EARNINGS - CURRENT YEAR 

RANCHO VIEJO CONTRIBUTED CAPITAL $ 8 , 7 5 9 , 8 8 5  

ELIMINATE SDC INVESTMENT IN RANCHO VIEJO JV # 6 6 0 0  

V. PV CONTRIBUTED CAPITAL $ 1 5 7 , 5 9 5 , 6 9 5  
PV EARNINGS - PRIOR $ 3 , 4 9 6 , 8 3 9  
PV EARNINGS - CURRENT YEAR $ 6 , 1 2 8 , 4 9 9  

SDC INVESTMENT IN PALM VALLEY - EARNINGS 
SDC INVESTMENT IN PALM VALLEY - DEVELOP 

ELIMINATE SDC INVESTMENT IN PALM VALLEY # 5 5 0 0  

W. CORAL CANYON CONTRIBUTED CAPITAL 
SDC INVESTMENT IN CORAL CANYON 

ELIMINATE SDC INVESTMENT IN CORAL CANYON # 3 9 0 0  

$ 2 , 0 4 3 , 7 4 5  
$ 2 9 0 , 6 5 8  
$ 1 , 0 4 9 , 8 0 0  
$ 5 7 3 , 7 1 7  
$ 1 , 4 0 6 , 1 2 9  

$ 3 1 1 , 5 8 7  
$ 2 5 3 , 7 2 7  

$ 7 3 , 2 0 3  

$ 899 ,849  

$ 1 , 5 6 7  
$ 1 , 5 0 3  

$ 1 , 1 7 3 , 9 0 7  

I 

$ 8 , 7 5 9 , 8 8 5  

2 3 , 9 4 2  
$ 6 1 , 7 6 0  
$ 

$ 9 , 6 2 5 , 5 5 8  
$ 1 5 7 , 5 9 5 , 6 9 5  

$ 4 8 1 , 2 4 1  
$ 4 8 1 , 2 4 1  



SunCor DevelopmenC Company 
Consolidating Income StaCement (Unaudited) 
For the Year Ending December 31. 1998 

SUnCOr LPSCO scts ncn PVOC 
.-____ ___._ ............ GHH 

... 

s o s  0 5  
0 10,017,886 

0 

0 1,111,400 
50.859.0+3 0 
5.143.994 

Land Sales 
Commercial Properties 
Utility Sales 
Management Pees 

0 2,095,102 0 0 
I. ino.276 0 0 0 .......................................... 

50.228.047 

41,395,812 
0 
0 
0 
0 

5.402.670 
510,016 ........... 

49,108,558 

919.190 

Total Operating Revenues 

operating expenses 
Cost of Homes Sold 
Cost of Land Sold 

1z.4i9.noii 
40,202,747 
5,552,147 

0 
1,901,714 
10.211,245 

960,152 

0 
0 
0 

0 
5.042.867 

0 
0 

202.461 
0 
0 

1.491.611 
192.911 

1,639,441 
0 
0 

185,008 

0 

146,951 
47 

121,984 

Depreciation L Amortization 

Total Operating Expense- 

Net Operating Insone/lLossl 

Other I n c a e  and Gaime 
Equity in Joint Ventures 
Interest I ~ C O M  
Other 

Total Other Incone and Gains 

Interest Expense, Net 
Interest Expen.= 
Less: Capitalized Interest 

Total Interest Expense. Net 

Minority Interest 

Income before Taxes 

Income Taxes 

NET INCOME/ (LOSS1 

.......................................... 
56.190.222 2.024.451 5.iii.850 1. 888. 983 

793.091 70.851 4,704,035 224.417 

0 
0 

in0.201 .......................................... 
5,121,456 7,799 55,781 0 

385 352.120 5,249,779 47,870 
12.111.492~ 0 0 0 .......................................... 
2.916.287 47,870 185 352,120 

1,214,975 0 0 0 

1,965,286 10.780 4,759,411 1127,9031 

117,200.000l 0 0 0 .......................................... 
519,165,286 $ 10.780 5 4,759,413 isi27.9011 

.*=-*=-=-- ===.-.=.==* *=-=====-= 

180.201 

51.691 
0 ........... 

51.691 

0 

1,046.001 

........... 
s 1.046.001 
-=*lll.*==. 

Hidden Rancho Consolidated 
w w s  Hills vxe7o Income Account Description 

Re"e"YeS 
................... 

nome Sales  
Land Sale8 
Cmnercial Properties 
Utility Sales 
Management Pees 

Total Operaring Revenues 

..__ ........... 

5 o s  0 5  0 
0 0 614.992 

1.095.236 0 0 
0 0 0 
0 0 0 

s 50.228.047 
61,511,921 
10,352,630 
2,095,102 
i .  180,276 t 

............................. ............ 

125,368,176 

40,956,069 
45,723.735 

1,639.4~1 
2,124,347 
17.382.174 
2,895,795 

7.155.698 

........... 

1,095,216 0 614.992 

0 0 0 
Operating Expenses 
Cost of H o m e 3  Sold 
Cost of Land Sold 
Commercial Properties 
Utility Expense 
Land Project Costs 
General L Administrative 
Depreciation b Awrriration 

0 0 478.121 
1,401,090 0 0 

0 0 0 
o 947 97.682 
0 556 125,140 

845,155 0 1.306 ............................. 
T O L ~ I  opararlng expenses 

Net Operating Incoma/lLoosl 

Other Income and Gains 
Equity in Joint Ventures 
Interest Income 
Other 

T o m 1  Other Incone a d  Gains 

Interest Expense. Net 
1ntaresc Expanee 
Less Capitalized Interest 

Total Interest Expense, Net 

Mlnorlty 1nrercsr 

Income before Taxes 

Income Taxes 

NET INCOME/ IWSSI 

2.246.4.5 1,501 701.4a9 

848.791 II.5031 168.457) 

117.877.461 

7.490.715 

1.585.909 

- 180.20i 
812,361 

......................................... 

0 0 0 
4,536 0 6.698 

4.536 0 6.698 5,578,175 

943,670 0 0 6.647.715 
0 0 0 12.333.4921 ......................................... 

943.670 0 0 4,314,221 

0 0 0 1,234,975 

190,3411 11,503l 161,7601 7 , 5 1 9 , 9 9 2  

0 0 0 137.200.0001 ......................................... 
1590.1*11 lS1.5Oll lS61.7601 $ 44.719.992 

-.=.*=I-.. -**.**== -*=-=.*===* *****==*-==- 
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Adopted November 9, 1939 File No. 69-306 

SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 

FORM U-3A-2 

Statement by Holding Company 
Claiming Exemption under Rule U-2 

from the Provisions of the 
Public Utility Holding Company Act of 1935 

To Be Filed Annually Prior to March 1 

hereby files with the Securities and Exchange Commission, pursuant to Rule  2, 
its statement claiming exemption as a holding company from the provisions of the 
Public Utility Holding Company Act of 1935, and submits the followiqg 
information: 



1. Name, state of organization, location and nature of business of 
Claimant and every subsidiary thereof, other than any exempt wholesale 
generator (EWG) or foreign utility company in which Claimant directly 
or indirectly holds an interest. 

Pinnacle West Capital Corporation ( llClaimantll) , having been 
incorporated on February 20, 1985 under the laws of the State of Arizona, and 
having its principal executive offices at 400 East Van Buren, Suite 700, 
Phoenix, Arizona 85004, was organized principally to acquire and hold securities 
of other corporations for investment purposes. Claimant currently holds stock in 
the following subsidiaries: 

a. Arizona Public Service Company ("APST1 or the llCompany'l), is engaged 
principally in serving electricity in the State of Arizona. 
Incorporated in 1920 under the laws of the State of Arizona and having 
its principal executive offices at 400 North Fifth Street, Phoenix, 
Arizona 85004, APS became a subsidiary of the Claimant pursuant to a 
corporate restructuring plan approved by the Company's shareholders on 
April 18, 1985. 

(1) AXIOM Power Solutions, Inc. (llAXIOM1l) - -  an Arizona 
corporation having been incorporated on October 29, 1996 and 
having its principal executive offices at 400 E. Van Buren, 
Phoenix, Arizona 85004, was organized primarily to sell 
security and energy management products and services. AXIOM is 
a wholly-owned subsidiary of APS. 

(2) Bixco, Inc. (tlBixcolt) - -  an Arizona corporation having 
been incorporated on June 4, 1971 and having its principal 
executive offices at 400 North Fifth Street, Phoenix, Arizona 
85004, was organized primarily to conduct exploration 
activities for energy resources and other valuable minerals. 
Subsequent to the sale of its oil and natural gas propertiys 
in 1981, Bixco has been inactive. Bixco is a wholly-owned 
subsidiary of APS. 

b. SunCor Development Company ("SunCor") - -  an Arizona corporation 
having been incorporated on June 30, 1965 and having its principal 
executive offices at 3838 North Central Avenue, Suite 1500, Phoenix, 
Arizona 85012, is a wholly-owned subsidiary of Claimant engaged 
primarily in the owning, holding and development of real property. 
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(1) SunCor Resort & Golf Management, Inc. ("Resort & Golf 
Management") (previously named "SunCor Resort Management, 
Inc." and IISunCor Farms, Inc.") - -  an Arizona corporation 
having been incorporated on December 31, 1986 and having its 
principal executive offices at 3838 North Central Avenue, 
Suite 1500, Phoenix, Arizona 85012 operates and manages hotel, 
golf, food and beverage for the Wigwam Resort and Country 
Club, Sedona Golf Resort, SunRidge Canyon Golf Club, Real del 
Mar Golf Club, and Palm Valley Golf Club. Resort & Golf 
Management is a wholly-owned subsidiary of SunCor. 

(2) Litchfield Park Service Company (ltLPSCOt') - -  an Arizona 
corporation having been incorporated on September 21, 1954 and 
having its principal executive offices at 501 East Plaza 
Circle, Suite B, Litchfield Park, Arizona 85340, is a 
regulated public utility engaged in providing water and sewer 
services to commercial and residential customers. LPSCO became 
a wholly-owned subsidiary of SunCor on December 31, 1986. 

(3) Golden Heritage Homes, Inc.. ("Golden Heritage Homes") - -  
(previously named I'SunCor Homes, Inc.", LGR, Inc. and "WGP 
Realty, Inc.") an Arizona corporation having been incorporated 
on May 14, 1986 and having its principal executive offices at 
3838 North Central Avenue, Suite 1500, Phoenix, Arizona 85012, 
was organized to provide brokerage and realty services in the 
sale of commercial and residential real property. Golden 
Heritage Homes is a wholly-owned subsidiary of SunCor. 

(i) Golden Heritage Construction, Inc. (IIGH 
Construction!#) - -  an Arizona corporation having been 
incorporated on December 30, 1993 and having its 
principal executive offices at 7975 North Hayden Rd. 
Suite D-280, Scottsdale, Arizona 85258, was organized 
to serve as a general residential contractor. GH 
Construction became a wholly-owned subsidiary of 
Golden Heritage Homes, Inc. on January I, 1996. 

(4) SCM, Inc. (ItSCM") - -  an Arizona corporation having been 
incorporated on May 14, 1991 and having its principal 
executive offices at 3838 North Central Avenue, Suite 1500, 
Phoenix, Arizona 85012, was organized to 
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participate in real estate joint ventures and other real 
estate related activities. SCM is a wholly-owned subsidiary of 
SunCor . 
(5) Golf de Mexico, S.A. DE C.V. (IIGolf de Mexico") - -  a 
Mexican variable capital corporation having been incorporated 
on February 8, 1992 in Tijuana, Baja California, Mexico, and 
having its principal executive offices at 3838 North Central 
Avenue, Suite 1500, Phoenix, Arizona 85012, was organized to 
operate and manage the Real del Mar Golf Course in Mexico. 
Golf de Mexico has been inactive. 

(6) SunCor Realty & Management Company (llSunCor Realty") - -  
(previously named Russell Ranch Development Company) an 
Arizona corporation having been incorporated on April 1, 1994 
and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012 was 
organized to participate in real estate joint ventures and 
other real estate related activities. SunCor Realty is a 
wholly-owned subsidiary of SunCor. 

(7) Palm Valley Golf Club, Inc. ("Palm Valley Golf") - -  an 
Arizona corporation having been incorporated on January 23, 
1996 and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012 was 
organized to hold title to the Palm Valley Golf Course. Palm 
Valley Golf is a wholly-owned subsidiary of SunCor. 

(8) Rancho Viejo de Santa Fe, Inc. ("Rancho Viejoll) - -  a New 
Mexico corporation having been incorporated on March 18, 1996 
and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012 was 
organized to engage in real estate development in New Mexicq. 
Rancho Viego is a wholly-owned subsidiary of SunCor. 

(9) Ranchland Utility Company (llRanchlandtq) - - A New Mexico 
Corporation having been incorporated on September 5, 1997 and 
having its principal executive offices at 1590-B Pacheco 
Street, Santa Fe, New Mexico 87505 is a waste water utility. 
Ranchland is a wholly-owned subsidiary of Rancho Viejo. 
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c. El Dorado Investment Company - -  an Arizona corporation having been 
incorporated on July 27, 1983 and having its principal executive 
offices at 400 East Van Buren, Suite 800, Phoenix, Arizona 85004, is a 
wholly-owned subsidiary of Claimant engaged primarily in the 
acquisition and holding of stocks and securities of other companies for 
investment purposes. 

5 



2.  A brief description of the properties of Claimant and each of its 
subsidiary public utility companies used for the generation, 
transmission and distribution of electric energy for sale, or for the 
production, transmission and distribution of natural or manufactured 
gas, indicating the location of principal generating plants, 
transmission lines, producing fields, gas manufacturing plants and 
electric and gas distribution facilities, including all such properties 
which are outside the state in which Claimant and its subsidiaries are 
organized and all transmission or pipelines which deliver or receive 
electric energy or gas at the borders of such state. 

Neither the Claimant nor any of its subsidiaries own property used for 
the production, transmission and distribution of natural or manufactured gas. 
APS, a “public utility company1‘ as that term is defined in the Public Utility 
Holding Company Act of 1935, is the only one of Claimant’s subsidiaries that 
owns property used for the generation, transmission and distribution of electric 
energy for sale. 
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Exhibit D attached hereto shows the location of APS1 major generating 
plants (including those owned jointly with others), principal transmission lines 
(including those operated for others) and interconnections of transmission lines 
with out-of-state utilities at state lines. All of such facilities, except the 
Four Corners Generating Station (flFour Corners1'), and all of APS' distribution 
facilities, are located within the State of Arizona. Four Corners is a 
mine-mouth power plant, located in the northwest corner of New Mexico, near the 
city of Farmington, approximately 40 miles east of the Arizona-New Mexico 
border. 

APSI present generating facilities have an accredited capacity 
aggregating 4,006,109 kilowatts, comprised as follows: 

Coal : 
Units 1, 2 and 3 at Four Corners, 

15% owned Units 4 and 5 at Four Corners, 

Units 1, 2, and 3 at the Cholla Plant, 

149; owned Units 1, 2 and 3 at the Navajo 

aggregating ............................ 
representing ........................... 
aggregating ............................ 
Plant, representing .................... 

Gas or Oil: 
Two steam units at Ocotillo, two steam 

Eleven combustion turbine units, 

Three combined cycle units, 

units at Saguaro aggregating . . . . . . . . .  

aggregating . . . . . . . . . . . . . . . . . . . . . . . . . .  
aggregating . . . . . . . . . . . . . . . . . . . . . . . . . .  

Capacity 
- - - - - - - - 

560,000 kw 

222,000 

615,000 

315,000 
- - - - - - - - - 

435,000 kw(1) 

493,000 

Nuclear: 
29.1% owned or leased Units 1, 2 and 3 
at Palo Verde, representing 

Other (Hydro) 

- - - - - - - - _ - - - - - - - _ _ - - - - - - - -  
(1)West Phoenix steam units (96,300 kw) are currently mothballed. 
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APSO transmission facilities consist of approximately 4 , 5 4 4  pole miles 
of overhead lines and approximately 9 , 5 8 7  miles of underground lines, all of 
which are located within the State of Arizona. APSE distribution facilities 
consist of approximately approximately 
9 ,587  miles of underground lines, a l l  of which are located within the State of 
Arizona. 

3 .  The following information for the last calendar year with respect to 

1 1 , 1 9 7  pole miles of overhead lines and 

Claimant and each of its subsidiary public utility companies: 

a. Number of kwh of electric energy sold at retail or 
wholesale. 

C 1 aiman t APS 

None 2 9 , 0 5 0 , 5 0 0 , 0 0 0  kwh of electric energy sold at 
wholesale or retail 

b. Number of kwh of electric energy distributed at retail 
outside the state in which each such company is organized. 

C1 a imant APS 

None 5 9 , 4 0 5 , 0 0 0  kwh of electric energy distributed 
at retail outside Arizona 

c. Number of kwh of electric energy sold at wholesale outside 
the state in which each such company is organized, or at the state 
line. 

C1 a imant APS 

None 926 ,900  kwh of electric energy sold At 
wholesale outside Arizona or at state line 

d. Number of kwh of electric energy purchased outside the 
state in which each such company is organized or at the state line. 

Claimant APS 

None 0 kwh of electric energy purchased outside 
Arizona or at state line 
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4. The following information for the reporting period with respect to 
Claimant and each interest it holds directly or indirectly in an EWG or 
a foreign utility company, stating monetary amounts in United States 
dollars : 

The Claimant holds no interest, direct or indirect, in an EWG or a 
foreign utility company. 

a. Name, location, business address and description of the 
facilities used by the EWG or foreign utility company for the 
generation, transmission and distribution of electric energy for sale 
or for the distribution at retail of natural or manufactured gas. 

Not applicable. 

b. Name of each system company that holds an interest in such 
EWG or foreign utility company; and description of the interest held. 

Not applicable. 

c. Type and amount of capital invested, directly or 
indirectly, by the holding company claiming exemption; any direct or 
indirect guarantee of the security of the EWG or foreign utility 
company by the holding company claiming exemption; and any debt or 
other financial obligation for which there is recourse, directly or 
indirectly, to the holding company claiming exemption or another system 
company, other than the EWG or foreign utility company. 

Not applicable. 

d. Capitalization and earnings of the EWG or foreign utility 
company during the reporting period. 

Not applicable. 

e. Identify any service, sales or construction contract(s1 
between the EWG or foreign utility company and a system company, and 
describe the services to be rendered or goods sold and fees or revenues 
under such agreement ( s )  . 

Not applicable. 
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EXHIBIT A 

A consolidating statement of income and surplus of the Claimant and its 
subsidiary companies for the last calendar year, together with a consolidating 
balance sheet of Claimant and its subsidiary companies as of the close of such 
calendar year. 

Exhibit A hereto includes consolidating statements of income and 
consolidating balance sheets for the Claimant and the following of its 
subsidiaries: Arizona Public Service Company, SunCor Development Company and El 
Dorado Investment Company. Subsidiaries have been consolidated for financial 
reporting purposes in accordance with Statement of Financial Accounting 
Standards No. 9 4 ,  Consolidation of All Majority-owned Subsidiaries. Also 
included are consolidating statements of income and consolidating balance sheets 
for SunCor Development Company and its subsidiaries. 

10 
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EXHIBIT B FINANCIAL DATA STATEMENT 

If, at the time a report on this form is filed, the registrant is required to 
submit this report and any amendments thereto electronically via EDGAR, the 
registrant shall furnish a Financial Data Schedule. The Schedule shall set forth 
the financial and other data specified below that are applicable to the 
registrant on a consolidated basis. 

1. Total Assets 

2. Total Operating Revenues. 

3 .  Net Income 

See Exhibit B hereto. 



EXHIBIT B Financial Data Schedule 

The Claimant submits the following consolidated financial information: 

1. Total Assets: $6,850,417,000 

2. Total Operating Revenues: $1,995,026,000 

3. Net Income: $235,856,000 

t 
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EXHIBIT C 

An organizational chart showing the relationship of each EWG or foreign 
y company to associate companies in the holding-company system. 

Not applicable. 



EXHIBIT D 

Exhibit D is a map of the state of Arizona showing the following: 

APS Service Area; 
Major APS Power Plants, 
Principal APS Transmission Lines; and 
Transmission Lines Operated for Others. 

including joint ownership; 



The above-named Claimant has caused this statement to be duly executed 
on its behalf by its authorized officer on this 27th day of February, 1998. 

[CORPORATE SEAL] 

Attest: 

/s/Suzanne Debes 

Suzanne Debes 
Associate Secretary 

_ _ _ _ _ _ - - _ _ - _ _ - - - - _ - - _ _ _ _ _  

Name, title and address of officer to whom notices and correspondence concerning 
this statement should be addressed: 

t 

Name ) (Title) 

(Address) 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 

31-Dec-97 
(THOUSANDS OF DOLLARS) 

A S S E T S  

CURRENT ASSETS 
Cash and cash equivalents 
Customer and other receivables - net 
Accrued utility revenue 
Materials and supplies 
Fossil fuel 
Deferred income taxes 
Other current asse:s 

Total current assets 

INVESTMENTS AND OTHER ASSETS 
Real estate investments, net 
Other assets 

Total investments and other 

UTILITY p w r  
Electric plant in service and held for future use 
Less accumulated depreciation and amortization 

Total 
Construction work in progress 
Nuclear Fuel 

Net Utility Plant 

DEFERRED DEBITS 
Regulatory asset for income taxes 
Race synchronization deferral 
Ocher deferred debits 

Total deferred debits 

TOTAL ASSETS 

A S S E T S  

CURRENT ASSETS 
Cash and cash equivalents 
Customer and other receivables - net 
Accrued utility revenue 
Materials and supplies 
Fossil fuel 
Deferred income taxes 
Ocher current assets 

Total current assets 

INVESTMENTS AND OTHER ASSETS 
Real estate investments. net 
Other assets 

Total investments and other 

S 7 ,322  $ 1 2 , 5 5 2  $ 5 , 1 0 8  $ 2 . 5 0 2  
1 .023  1 7 0 , 9 9 7  4 , 5 0 7  10.072 

5 8 , 5 5 9  
7 0 , 6 3 4  

9 , 6 2 1  
5 3 . 6 0 1  3 , 4 9 6  790  _ _  52 2 4 , 5 2 9  1 6 , 9 5 5  ................................................. 
61,998  3 5 0 . 3 8 8  26,570 13 ,364  ________________________________________- - - - - - - - -  

3 6 5 , 7 9 9  
2 ,201 ,006  1 6 4 . 9 0 6  6 , 7 2 1  21 ,152  

2 ,201 .006  1 6 4 , 9 0 6  3 7 2 . 5 2 0  21 ,152  

7 ,009 ,059  
2 ,620 .607  

4 , 3 8 8 . 4 5 2  
237 .492  

5 1 , 6 2 4  

4 , 6 7 7 , 5 6 8  ................................................. 

_ _  458 .369  
3 5 8 . 8 7 1  _ _  9 ,288  3 2 1 , 0 4 0  4 ,465  

9 ,288  1 , 1 3 8 , 2 8 0  4 ,465  _ _  ................................................. 
................................................. 
52,272 ,292  5 6 , 3 3 1 , 1 4 2  S 4 0 3 . 5 5 5  S 34 ,516  
. I P i ~ i i l j = = j j * * l ~ ~ ~ ~ P I I I I = ~ ~ ~ ~ ~ * ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~  

UTILITY PLANT 
Electric plant in service and held for future use 
Less accumulated depreciation and amorrization 

Total 
Construction work in progress 
Nuclear Fuel 

Net Utility Plant 

'ELIMINATIONS AND ADJUSTING ENTRIES' 
DEBIT CREDIT TOTAL 

DEFERRED DEBITS 
Regulatory asset for income taxes 
Rate synchronization deferral 
Ocher deferred debits 

Total deferred debits 

TOTAL ASSETS 

......... 

6,892  (el 
2 . 0 6 9 ( h l  

8 , 9 6 1  
.......... 

.......... 

3,092  1b.h) 

1 2 8  IC1 

S 2 7 . 4 8 4  
1 8 3 , 5 0 7  

5 8 . 5 5 9  
7 0 , 6 3 4  

9 . 6 2 1  
5 7 , 8 8 7  
4 1 , 4 0 8  

3 , 2 2 0  
.......... 

6 , 7 7 0  id) 
2 , 1 8 0 . 8 2 7 1 a . e 1  _ _ _ _ _ _ _ _ _ _  
2 , 1 8 7 , 5 9 7  
.......... 

9,232 ( f l  

9 ,232  

$ 2 , 2 0 0 , 0 4 9  

.......... 

.......... 
-a.=-*===-- 

4 4 9 , 1 0 0  

3 6 5 , 9 2 1  
215 ,027  

5 8 0 . 9 4 8  
.......... 

.......... 

7 . 0 0 9 . 0 5 9  
2 , 6 2 0 , 6 0 7  

.......... 
4,388 ,452  

237 ,492  
51 ,624  

4 , 6 7 7 , 5 6 8  

4 5 8 . 3 6 9  
3 5 8 . 8 7 1  
3 2 5 , 5 6 1  

1 , 1 4 2 , 8 0 1  . .......... 
$ 6 , 8 5 0 , 4 1 7  
*s*=i-.==-* 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 

(THOUSANDS OF DOLLARS) 
3 1 -Dec- 97 

L I A B I L I T I E S  A N D  E Q U I T Y  

CURRENT LIABILITIES 
ACCOUII~S payable 
Accrued taxes 
Accrued interest 
Commerical paper, net 
Current maturities of long-term debt 
Customer Deposits 
other current liabrlities 

Total current liabilities 

LONG-TERM DEBT LESS CURRENT MATURITIES 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 
Deferred investment t a x  credit 
Unamortized gain-sale of utility plant 
other deferred credits 

Total deferred credits 

COMMITMENTS AND CONTINGENCIES (NOTE1 

MINORITY INTERESTS: 
Non-Redeemable preferred stock of APS 
Redeemable preferred stock of ATS 
Scottsdale Mountain of Suncor 

COMMON STOCK EQUITY: 
Common stock 
Retained earnings 

Total 

TOTAL LIABILITIES RND EQUITY 

L I A B I L I T I E S  A N D  E Q U I T Y  

CURRENT LIABILITIES 
Accounts payable 
Accrued taxes 
Accrued interest 
Commerical paper. net 
Current maturities of long-term debt 
customer Deposits 
Other current liabilities 

Total current liabilities 

LONG-TERM DEBT LESS CURRENT MATURITIES 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 
Deferred investment tax credit 
Unamortized gain-sale of utility plant 
Ocher deferred credits 

Total deferred credits 

S 2,089 S 107,423 S 7,786 5 131 - _  - -  _ _  85,886 
829 31,660 485 
_. 130.750 _ _  104,068 4,627 

29,116 1,556 
(4201 19.588 511 6 

2,498 508,491 14.965 137 

205.000 1,953,162 86,086 

2,026,872 
564 

142,051 
29,110 

6,770 

1,320,526 
528.798 

406,391 
(116,1591 

COMMITMENTS AND CONTINGENCIES (NOTE1 

MINORITY INTERESTS: 
Non-Redeemable preferred stock of APS 
Redeemable preferred stock of APS 
Scottsdale Mountain of SunCor 

COMMON STOCK EQUITY: 
common stock 
Retained earnings 

Total 

TOTAL LIABILITIES AND EQUITY 

50. 046 
(15,6671 

*ELIMINATIONS AND ADJUSTING ENTRIES' 
DEBIT CREDIT TOTAL 

1.27619) 

1,276lgl 
9,232 ( f I  

6.770ldl 

- - - - - - - -. - 

5 117.429 
84,610 
32,974 

130.750 
108,695 
30,672 
18.5J4 

52J. 664 
._._._____ 

. - . - - - - - - - 
2.244.248 

1,363,461 
50,861 
82.363 

387.223 

1,883,908 
- - - _ _ _ _ _ _ _  
_ _ _ _ _ _ _ _ _ _  

142,051 
29.110 _ _  

1,553,771 
473,665 

2,027,436 

$6,850,417 

._________ 

- - - _ _ _ _ _ _ _  
il==iilps= 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 
ELIMINATING AND ADJUSTING ENTRIES 

Common stock 
Accumulated deficit 
Other assets 

To eliminate PNW investment in subsidiaries 

Common 
Stock - - - - - - - - - -  

APS $1,793,627 
SunCor 406,391 
El Dorado 50,046 

Total $2,250,064 
_ - - - - - - - - -  
_ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  

$2,250,064 
$76,129 

2,173,935 

Other current liabilities $1,023 
Customer and other receivables - net $1,023 

To eliminate intercompany receivables/payables 

A/R 
PNW _ _ _ _ _ _ _ _ _ _  

$636 
381 

6 

$ 1,023 
_ _ _ _ _ _ _ _ _ _  
_ _ _ _ _ _ - _ _ _  _ _ _ _ _ _ _ _ _ _  

APS 
SunCor 
El Dorado 

Total 

Other current liabilities 
Other current assets 

$128 
$128 

To eliminate PNW payable to APS 

Minority interest-Suncor 
Real estate investments - net 

To eliminate minority interest of Suncor JV partners 

$6,770 
$6.770 

Real estate investments - net 
Other - assets 

To reclass PNW capitalized interest related to SunCor 

$6,892 
$6,892 

Deferred investment tax credit 
Other deferred debits 

To relcass PNW ITC 

$9,232 
$9,232 

Accrued taxes 
Deferred income taxes 

To relcass PNW accrued taxes 

$1,276 
$1,276 

Other assets $2,069 
Customer and other receivables - net 

TO reclass ELD Unity Note & interest to long term. 

$2,069 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT 
FOR THE YEAR ENDED DECEMBER 31, 1997 
(THOUSANDS OF DOLLARS) 

OPERATING REVENUES: 
Electric 
Real Estace 

Tocal _ _  1.878.553 116,413 _ _  
FUEL EXPENSES: 

Fuel for electric generaeion 
Purchased power 

Total 

OPERATING EXPENSES: 
Utility operations and maintenance 
Real estace operations 
Depreciarion and amorcizarion 
Taxes other than income taxes 

Tocal 

OPERATING INCOME 

OTHER INCOME (DEDUCTIONS): 
Allowance €or equity funds used during construction _ _  
Interest on long-term debt (17,3181 (140.9311 (4,197) 
Ocher interesc (1,4781 (17.195) _ -  
Capital incerest 16,208 
Preferred stock dividend requirements (12,803) 
Other - nec 252,170 (9,821) 6,516 7,891 

_ _  _ _  

Total 

INCOME BEFORE INCOME TAXES 
Income Tax Expense (Benefic) 

NET INCOME (LOSS) 

OPERATING REVENUES: 
Electric 
Real Escate 

Total 

FUEL EXPENSES: 
Fuel for electric generation 
Purchased power 

Tocal 

OPERATING EXPENSES: 
Utility operations and maintenance 
Real estate operatrons 
Depreciation and amortization 
Taxes other than income taxes 

Total 

OPERATING INCOME 

OTHER INCOME (DEDUCTIONS) 
Allowance for equity funds used during constmctzon 
Incerest on long-term debt 
Other interesc 
Capital interest 
Preferred scock drvidend requirements 
Ocher - net 

Total 

INCOME BEFOPE INCOME TAXES 
Income Tax Expense (Benefit) 

NET INCOME (LOSS) 

' E L I M I N A T I O N S '  
DEBIT CREDIT 

? 

TOTAL 

201.341 
235,286 

399,434 

368,285 
1,287 (c,d) 121,546 

1.776fb) 1,26O(d) 111.628 

255,211 543 386.131 
150,281 



PINNACLE WEST CAPITAL CORPOIZATION 
CONSOLIDATING INCOME STATEMENT 
ELIMINATING ENTRIES 

(a) Other - net (Subsiary income) 
Retained Earnings 

To eliminate PWCC Equity in earnings from subsidiairies 

PWCC 
APS 238,690 
SunCor 5,334 
El Dorado 8,190 

_ _ _ _ _ _ - - - _ - - - -  
252,214 Total _ _ _ _ _ _ _ _ _ _ _ _ _ _  

(b) Real Estate Operations 
Interest on long term debt 

To reclass Capitalized Interest for SunCor Land Sales 

(C) Taxes other than income taxes 
Other - net 

To reclass PNW property taxes 

(d) Taxes other than income taxes 
Real estate operations 

To reclass SunCor property taxes 

$252,214 
$252,214 

$1,776 
$1,716 

$27 
$27 

$1,260 
$1,260 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
FOR THE MONTH ENDED DECEMBER 31, 1997 

SUNCOR SUNCOR SUNCOR 
CORPORATE LPSCO FARMING SMLP PVGC HOMES PALM V&LEY ACCOUNT DESCRIPTION . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

ASSETS: 
CURRENT ASSETS 

CASH AND SHORT TERM INVESTMENTS 

INTERCOMPANY ACCOUNTS: 
1 ACCOUNTS RECEIVABLE 

3,847,842 316.271 100,708 864,098 (1.583) 
297,492 110,197 78,866 350,872 29,467 

1173.224) 406.000 
1,154,192 

95 
91,260 
18,788 

SASI 
LPSCO 
SMLP 
KABUTO Jv 
PVGC 
SCH & GH - 129 

4.090.907 
(3,616,182) 

WWOS 
GOLDEN HERITAGE - GENERAL 
HOMEBUILDING I/C INTEREST 
HOMEBUILDING CASH ADVANCES 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 
WIGWAM RESORT 

INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY 

, SCM-GENERAL 

12,397 
421.643 

4,626.804 
1,345,579 
8,996,796 

86.771 
123,139 
23.754 
92,155 

302,257 
354,54 0 
334,939 

(1,345,580) 

307.749 
68,300 
46.503 38.272 21,863 

7,356 

TOTAL CURRENT ASSETS 

SUNCOR 
ACCOUNT DESCRIPTION WWOS KABtiiO Jv COMMERCIAL H HILLS R VIEJO 

ASSETS: 
CURRENT ASSETS 

CASH AND SHORT TERM INVESTMENTS 

INTERCOMPANY ACCOUNTS: 
1 ACCOUNTS RECEIVABLE 

31,769 250 (326,5461 42,820 
95,566 122,241 

1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

2 
2 

SASI 
LPSCO 
SMLP 
KABVTO Jv 
PVGC 
SCM & GH - 129 
wwos 
GOLDEN HERITAGE - GENERAL 
SCM-GENERAL 
HOMEBUILDING I/C INTEREST 
HOMEBUILDING CASH ADVANCES 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 
WIGWAM RESORT 

INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
?REPAID EXPENSES 
HOME INVENTORY 

5.605 
915,763 
33,892 

0 

223 

TOTAL CURRENT ASSETS 

ACCOUNT DESCRIPTION 

ELIMINATIONS 
___________._______________________ 
REF DEBIT REF CREDIT CONSOLIDATED 

ASSETS: 
CURRENT ASSETS 

CASH AND-SHORT TERM INVESTMENTS 
1 ACCOUNTS RECEIVABLE 

INTERCOMPANY ACCOUNTS: 

5,108,404 
J 158.000 2.081.894 

SASI 
LPSCO 
SMLP 
KRBVTO Jv 
PVGC 
SCM h GH - 129 

K 
H 
J 

95 
114,257 
18,788 

0 

0 
0 
0 

( O i  
0 
0 
0 
(0) 

122.997) 

N 
A 4.797.280 A 

4,090,907 
1,181,097 

12,397 
421,643 

4,626,804 
I, 345.580 
5,996,796 

wwos Q 
GOLDEN HERITA(IE - GENERAL A 
SCM-GENERAL A 
HOMEBUILDING I/C INTEREST C 1,345,580 
HOMEBUILDING CASH ADVANCES 0. 
SUNRIDGE - DEVELO~MENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 

0 
86,771 

123,139 
23.754 
92,155 



1 WIGWAM RESORT 
1 INTEREST RECEIVABLE 

NOTES RECEIVABLE 
2 INVENTORIES 
2 PREPAID EXPENSES 

HOME INVENTORY 

TOTAL CURRENT ASSETS 

LONG-TERM ASSETS 
DEVELOPMENT PROJECTS 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
KABUTO Jv 
SCOTTSDALE MTN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 

EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLUNCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 

CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KABUTO Jv 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
WLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 

INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 

EQUITY INVESTMENTS: 

6 INVESTMENT IN LPSCO 

177,275,730 
2.277.974 

8 . 8 3 8 . 3 4 3  

31.750.234 

895,891 
41,893 

22,843,447 

1,368.213 
11,218,584 
6,620,633 

5,797.485 
4.455 I 629 
7,086,924 

151.062 
7.001 

483.214 
8.368.589 

181,041,431 
6 4 , 4 1 5  

ACCOUNT DESCRIPTION 
SUNCOR 

wwos KABUTO JV COMMERCIAL H HILLS R VIEJO 

LONG-TERM ASSETS 
DEVELOPMENT PROJECTS 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
K4BUTO Jv 
SCOTTSDALE MTN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 

12,617,550 

17,125,079 

3,492,629 TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LPND 
BILTMORE ESTATES 

EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS 
INVESTMENT IN SUNRIDGE CANYON LLC 

EQUITY INVESTMENTS: 

17.370.149 

1,446.636 

INVESTMENT IN SEOONA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 

CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KABUTO Jv 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLOEN HERITAGE 

847.741 
2,325,106 

GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM . -~ -. - - .. 

6 INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 

LONG-TERM ASSETS 
DEVELOPMENT PROJECTS 
HIDDEN HILLS 
RRNCHO VIEJO 
PALM VALLEY 

478,017 
2,437,315 

197,603,194 
2,277,974 

12,617,550 
8,838,343 

17,125,079 
31,750.234 
3,492,629 

27,3 70,14 9 
895,891 
41,893 

22,843,447 

~~~ 

LITCHFIELO GREENS 
KABUTO m 

~~~ 

LITCHFIELO GREENS 
KABUTO Jv 
SCOTTSDALE MTN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 

~ ~ . . ~  . 
SCOTTSDALE MTN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 

EQUITY IN CIRPT ASSOC-LLP 
EQUITY INVESTMENTS: 



INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLLWCOR REALTY LLC 
INVEST IN TAIAVI ASSOCIATES LLC 

CONSOLIDATED ELIMINATING ENTITIES. 
INVEST IN KABUTO JV R 
INVESTMENT IN WIGWAM OUTLET LLC 0 17.498.042 0 
INVEST IN SCOTTS MTN LTD PART I 10,764,769 I 
INVEST IN GOLDEN HERITAGE D 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM D 
INVESTMENT IN LPSCO F 

INVESTMEhT IN PALM VALLEY V 
INVESTMENT IN SASI L 650.000 L 

1,446.636 
1,368,213 

11,218,584 
6,620,633 

847,741 
2,325,106 

0 
8,768.265 12,970,780) 

23,026,125 (1,072,454) 
17,905,448 (53,7551 

151.062 0 

483.214 
8,368,589 

714,415 
181,041.431 

7,001 
0 
0 
0 
0 

6 

SUNCOR 
FARMING SMLP PVGC 

SUNCOR 
ACCOUNT DESCRIPTION CORPORATE LPSCO 

INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB. CAP 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN W CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 

PROJECT 2000: 

6,359,255 
(4,090.907) 

394.249 
2,544,985 
3,444,214 

50,453.138 
920,669 
671.963 
(151,342) 
(244,933) 
(92,150) 
123,793 
(29.982) 
30.064 

2,420,586 
477,117 

0 
4,462,797 
1,484,153 

10.000.000 
300.000 
605.533 

2,621,179 885.811 
9,758.025 

1 

- .._ _ _  
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITMFIELD PARK OPS 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN HIDDEN HILLS 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 
SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC WAN TO LPSCO 

PROPERTY & EQUIPMENT, NET 
DEFERRED ASSETS 
WATER, SEWER UTILITY PROP (NET1 
DEPOSITS 

5.431.977 

36,696 1.082 102,799 
230,331 3 

3 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

362,570.507 10,653,837 36,696 8,839.425 5,765,107 

SUNCOR SUNCOR 
PALM VALLEY wwos KABUTO JV COMMERCIAL HOMES 

INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB. CAP 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
IWJESTMENT IN PV MARKETPLACE 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OPS 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN HIDDEN HILLS 

PROJECT 2000 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 
SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY & EQUIPMENT, NET 
DEFERRED ASSETS 
WATER, SEWER UTILITY PROP (NET1 
DEPOSITS 

1 

18,090,608 
459.833 

955,170 71.604 
145,380 

158.805 

16,691 
236,504 187.249 3 

3 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

ELIMINATIONS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
H HILLS R VIEJO REF DEBIT REF CREDIT CONSOLIDATED ACCOUNT DESCRIPTION 

INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB CAP 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 

PROJECT 2000. 

M 6,359,255 
N 

0 
4,090,907 0 1 

s 1,428.266 s 1,822,515 
S 2,544,985 
s 3,444,214 

0 
0 
0 



INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN PV MRRKETPLACE 
INVESTMENT IN PV PAVILIONS 

s 51,343,998 
S 920,669 
S 611,963 

S 890.859 0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

23,522,585 4.922.630 

0 
0 
0 

1,197,872 
4,306.454 
9,768.026 

158,805 

151,342 
244.933 
92,150 

29,982 

INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELO PARK OPS 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN HIDDEN HILLS 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 
SDC PHRSE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY k EQUIPMENT. NET 

WATER, SEWER UTILITY PROP (NET) 
3 DEFERRED ASSETS 

3 DEPOSITS 

9 123,793 

S 30.064 
U 2,444.528 
T 418,683 

23,942 
1,567 

P 1,484,153 
P 10.000.000 
G 300.000 

8,298 

35,866,759 TOTAL LONG-TERM ASSETS 

TOT= ASSETS 

ACCOUNT DESCRIPTION 
____________________---...------- 

LIABILITIES: 
CURRENT LIABILITIES 

4 AIP h RETENTION 
4 ACCRUED LIABILITIES 

INTERCOMPANY ACCOUNTS: 

4 LPSCO - SDC 
4 SMLP - SOC 
4 SCM-SOC CASH ADVANCES 267 
4 GH-SDC INTERCO CAPITAL 265 

wwos-SDC 

38.123 
1,326,954 

104,211 
120,512 

30.161 
61,648 

13,461 32,464 
146,171 56,920 

114,257 
18,788 

._ _ _ _  
KABUTO JV-SDC 

INTEREST PAYABLE 
S/T NOTES PAYABLE OTHER 

$45 MILLION TERM LOAN 
$55 MILLION RLC 
GOLDEN HERITAGE (PEW1 
TEXTRON LOAN 

DEFERRED PROFIT 
PWCC INTERCO PAYABLE 
CUSTOMER DEPOSITS 

484,591 

3,005,169 

TOTAL CURRENT LIABILITIES 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 
WWOS OWES SDC PH I LAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
GOLDEN HERITAGE (PEA1 
TEXTRON LOAN 

6 OTHER ACCRUED LIABILITIES 
6 DEFERREO TAXES 
6 LONG-TERM CUSTOMER DEPOSITS 
6 CONTRIB PROPERTY AIA 

DEFERRED CREDIT 

TOTAL L/T LIABILITIES 

$41,934,831 
40,600,000 

300.000 

3,550,062 

TOTAL LIABILITIES 

ACCOUNT DESCRIPTION 

LIABILITIES: 
CURRENT LIABILITIES 

4 AIP & RETENTION 
4 ACCRUED LIABILITIES 

INTERCOMPANY ACCOUNTS. 

4 LPSCO - SOC 
4 SMLP - SOC 
4 SCM-SDC CASH ADVANCES 267 
4 GH-SDC INTERCO CAPITAL 265 
4 WWOS-SDC 
4 XABUTO JV-SDC 

INTEREST PAYABLE 
S/T NOTES PAYABLE OTHER 

545 MILLION TERM LOAN 
$ 5 5  MILLION RLC 
GOLDEN HERITAGE (PEW1 
TEXTRON LOAN 

5 DEFERRED PROFIT 
PWCC INTERCO PAYABLE 
CUSTOMER DEPOSITS 

TOTAL CURRENT LIABILITIES 

2,110,634 748.284 625,567 1,066,411 244,648 
410.842 122.084 15.000 

8,996,796 
1,432,265 

12,397 

101,480 0 



CORPORATE RLC 
LPSCO OWES SDC 
GOLDEN HERITAGE (PEW1 
TEXTRON LOAN 

6 OTHER ACCRUED LIABILITIES 
6 DEFERRED TAXES 
6 LONG-TERM CUSTOMER DEPOSITS 
6 CONTRIB PROPERTY AIA 

DEFERRED CREDIT 

TOTAL L/T LIABILITIES 

1,484.153 
10,000,000 

0 217,679 

TOTAL LIABILITIES 16,069,366 1,032.667 12,223.597 15.000 1,528,793 

ACCOUNT DESCRIPTION 

ELIMINATIONS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
H HILLS R VIEJO REP DEBIT REF CREDIT CONSOLIDATED 

LIABILITIES: 
CURRENT LIABILITIES 

4 A/P & RETENTION 
4 ACCRUED LIABILITIES 

INTERCOMPANY ACCOUNTS: 

4 LPSCO - SDC 
4 SMLP - SDC 
4 SCM-SDC CASH ADVANCES 267 
4 GH-SDC INTERCO CAPITAL 265 
d Ww"S-9"P 
4 XABUTO Jv-SDC 

INTEREST PAYABLE 
S/T NOTES PAYABLE OTHER 

$45 MILLION TERM LOAN 
$55 MILLION RLC 
GOLDEN HERITAGE (PEW) 
TEXTRON WAN 

5 DEFERRED PROFIT 
PWCC INTERCO PAYABLE 
CUSTOMER DEPOSITS 

X TOTAL CURRENT LIABILITIES 

Ll 

6 
6 
6 
6 

3NG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 
WWOS OWES SDC PH I LAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORFQRATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
GOLDEN HERITAGE (PEW1 
TEXTRON LOAN 

OTHEil ACCRUED LIABILITIES 
DEFERRED TAXES 
LONG-TERM CUSTOMER DEPOSITS 
CONTRIB PROPERTY AIR 
DEFERRED CREDIT 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

900 32.301 J,K,A 
35.768 

E 

158.095 

114,257 
18,788 

8,996,796 
1,432,265 

12,337 

101.480 

* 58.445 
1,938,311 

3,823,866 3,962,437 

0 
0 
0 
0 
0 
0 

484,591 

3,005,163 
0 

1,562,863 
58.445 

275,445 
236,126 

1,555,966 

14, 964,908 

1,484.153 0 %  
10.000.000 0 

41,994.831 
40,600,000 

300,000 0 
0 

58.445 3,491,617 
3,981.766 

207,912 30.491 
479.788 
999.013 
11,000 

12.050.510 0 91. 5 R a .  567 
_ _ _ _ _ _ _ _ _ _ _  . . . -. - . - - - - - - - - - - - - - - . . - 
_______._._ ..________ - - - -. - - - . - - . . . 
24.822.899 58.445 106,553,475 
.__________ _...._._._ - - - - - - - - - - - - - - 



EMLI W T C  
PWCCI 

'PbEO PUIWINO -01 COlsORITF 
............................................................................... 

......................... .................. 
,,,,L,, 2.,20.5as ,21,>97,95e ......................... .................. 
11$.0i' t 4 B E . i l S  I,i.020.8E7 ......................... .................. 

CONsnLLDmihD ............. 
6.769.77:  ............ 

............. 
193.211.111* ............. 
4 0 1 , 1 5 1 , 1 2 1  ............. 

........... 
, 5 . 7 6 0 , 7 , ,  ........... 

4 > , 5 9 6 , 9 5 L  ........... 

* TO RECLASS CURRENT PORTION OF PVGC LOAN AS OF 12/31/97 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1997 CONSOLIDATING & ELIMINATING ENTRIES 

DEBIT 

A. 

B. 

C. 

D. 

E. 

F. 

G. 

H. 

I. 

SCM INTERCO A/P TO SDC 
GH INTERCO CAPITAL FROM SDC - ACQUISITION 

GH INTERCO A/P TO SDC 
SDC A/R FROM GH 
SDC A/R FROM SCM 

HOMEBUILDING CASH ADVANCES FROM SDC 
SDC CASH ADVANCES TO HOMEBUILDING 

SCM INTERCO CAPPED INTEREST 
SDC INTERCO INTEREST A/R FROM SCM 

$4,797,280 
$1,432,265 

$8,996,796 

$1,345,580 

TO ELIMINATE INTERCO RECEIVABLES/PAYABLES BETWEEN HOMEBUILDING AND SDC 

SDC INVESTMENT IN GH 
SDC DUE DILIGENCE COSTS - GHH ACQUISITION 
SDC INVESTMENT IN SCM 

HOMEBUILDING ACCUMULATED LOSSES 
HOMEBUILDING CURRENT YEAR INCOME $1,809,835 

TO ELIMINATE INVESTMENT IN GH & SCM ON SDC BOOKS 

DEFERRED INTERCO PROFIT 
HOME INVENTORY 

$1,938,311 

TO ELIMINATE B/S GROSS UP ON INTERCO LOT SALES BETWEEN SDC AND HOMEBUILDING 

LPSCO COMMON STOCK $78,200 
LPSCO PAID IN CAPITAL $7,417,170 
LPSCO EARNINGS - PRIOR $635,325 
SDC DEFERRED TAXES DIFFERENTIAL $207,912 

LPSCO EARNINGS - CURRENT YEAR $29,982 
SDC INVESTMENT IN LPSCO - CONTRIB CAPITAL 
SDC INVESTMENT IN LPSCO - EARNINGS 
SDC INVESTMENT IN LPSCO - DEFERRED TAXES DIFFERENTIAL 

ELIMINATE SDC INVESTMENT IN LPSCO 

LPSCO LONG-TERM NOTES PAYABLE 
SDC LONG-TERM NOTES RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY NOTE WITH SDC 

LPSCO ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY A/R WITH SDC 

SMLP CONTRIBUTED CAPITAL-MINORITY INT 

CREDIT 

$1,181,097 
$421,643 

$4,626,804 

$8,996,796 

$1,345,580 

$151,062 

$483,214 

$1,175,560 

_ _  

$1,938,311 

$7,495,370 
$665,307 
$207,912 

$300,000 
$300,000 

$114,257 
$114,257 

$5,311,464 



SMLP CONTRIBUTED CAPITAL-SDC GP 

SMLP CONTRIBUTED CAPITAL-SDC LP 

SMLP EARNINGS - PRIOR 
SMLP EARNINGS - CURRENT YEAR 

SMLP DISTRIBUTED CAPITAL-SDC GP 

SMLP DISTRIBUTED CAPITAL-SDC LP 

MINORITY INTEREST CONTRIBUTED CAPITAL 
MINORITY INTEREST - PRIOR (35%) 
MINORITY INTEREST - CURRENT YEAR (35%) 
SDC INVESTMENT IN SMLP-LP 

SDC INVESTMENT IN SMLP-GP 

SDC INVESTMENT IN SMLP - EARNINGS 

SDC DISTRIBUTIONS FROM SMLP-LP 

SDC DISTRIBUTIONS FROM SMLP -GP 

SDC LAND BASIS DIFFERENTIAL 

ELIMINATE SDC INVESTMENT IN SMLP #3500 

J. SMLP ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

GH ACCOUNTS PAYABLE 
SMLP ACCOUNTS RECEIVABLE 

DEBIT 

$490,147 

$2,100,000 

$20,654,493 
$2,907,509 
$5,311,464 

$4,705,657 

$6,059,112 

_ _  

$18,788 

$158,000 

ELIMINATE SMLP INTERCOMPANY A/R WITH SDC AND HOMEBUILDING (PREMIUMS) 

K. SASI ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

ELIMINATE SASI INTERCOMPANY A/R WITH SDC 

L. SASI CONTRIBUTED CAPITAL 
SASI CAPITAL DISTRIBUTIONS 

SASI EARNINGS - PRIOR 
SASI EARNINGS - CURRENT YEAR 
PV INVESTMENT IN SASI - CONTRIB CAPITAL 
PV INVESTMENT IN SASI - EARNINGS 

PV INVESTMENT IN SASI - DISTRIBUTIONS 

ELIMINATE PALM VALLEY INVESTMENT IN SASI 

M. PVGC CONTRIBUTED CAPITAL 
PVGC EARNINGS - PRIOR 
PVGC EARNINGS - CURRENT YEAR 

SDC INVESTMENT IN PVGC - EARNINGS 
SDC INVESTMENT IN PVGC - CONTRIB CAPITAL 

ELIMINATE SDC INVESTMENT IN PALM VALLEY GOLF 

N. SDC CONTRIB. CAPITAL TO PVGC 
PVGC ACCOUNTS RECEIVABLE 

CREDIT 

$6,059,112 

$4,705,657 

$7,229,073 
$1,017,628 
$2,100,000 

$490,147 

$15,315,301 

$18,788 

$158.000 

$95 
$95 

$339,023 

$460,914 

$650,000 

$6,158,173 
$395,756 
($1 94,675) 

$650,000 

$85,522 
$339,023 

$375,392 

$201,082 
$6,158,173 

$4,090,907 
$4,090,907 



ELIMINATE PVGC INTERCOMPANY A/R WITH SDC 

0. WWOS CONTRIBUTED CAPITAL-PHASE 1 
WWOS CONTRIBUTED CAPITAL-PHASE 2 

WWOS EARNINGS - PRIOR 
WWOS EARNINGS - CURRENT YEAR 
WWOS CAPITAL DISTRIBUTIONS-PHASE 1 
WWOS CAPITAL DISTRIBUTIONS-PHASE 2 
WWOS PREFERRED RETURN-PHASE 1 
WWOS PREFERRED RETURN-PHASE 2 
SDC INVESTMENT IN WWOS -PHASE 1 
SDC INVESTMENT IN WWOS -PHASE 2 

SDC INVESTMENT IN WWOS - EARNINGS 
SDC DISTRIBUTIONS FROM WWOS-PHASE 1 
SDC DISTRIBUTIONS FROM WWOS-PHASE 2 
SDC PREFERRED RETURN -PHASE 1 
SDC PREFERRED RETURN -PHASE 2 
SDC BASIS DIFFERENTIAL PH I BUILDINGS 
SDC BASIS DIFFERENTIAL PH I LAND 
SDC BASIS DIFFERENTIAL PH I1 LAND 

SDC 1994 CAPPED INTEREST ON WWOS 
SDC 1995 DEVELOPMENT FEES 

ELIMINATE SDC INVESTMENT IN WIGWAM OUTLET STORES #4400 

P. WWOS INTEREST PAYABLE 
WWOS INTEREST PAYABLE 

SDC INTEREST RECEIVABLE 
SDC INTEREST RECEIVABLE 

WWOS NOTES PAYABLE 
SDC NOTES RECEIVABLE 

WWOS NOTES PAYABLE 
SDC NOTES RECEIVABLE 

ELIMINATE WWOS INTERCOMPANY NOTES AND INTEREST WITH SDC 

Q. WWOS ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

ELIMINATE WWOS INTERCOMPANY A/R WITH SDC 

R. KABUTO CONTRIBUTED CAPITAL - SDC 
KABUTO CONTRIBUTED CAPITAL - KABUTO 

MINORITY INTEREST 
SDC INVESTMENT IN KABUTO - CONTR CAPITAL 
BALANCING PLUG 

SDC DEVELOPMENT COSTS 
SDC BASIS DIFFERENTIAL IN LAND 

DEBIT CREDIT 

$9,500,000 
$13,526,125 

$1,101,590 
$831,462 

$9,500,000 
$4,967.126 

$207,568 
$810,296 

$9,500,000 
$13,526,125 

$1,933,052 
$9,500,000 
$4,967,126 

$287,560 
$810,296 - -  

$33,668 
$67,813 

$33,668 
$67,813 

$1,484,153 
$1,484,153 

$10,000,000 
$10,000,000 1 

$12,397 
$12,397 

$8.768.265 
$3,834,535 

$3,834,535 
$5,914,509 
$2,853.757 _ _  



DEBIT CREDIT 

ELIMINATE SDC INVESTMENT IN KABUTO JV #3000 

S. COMMERCIAL OPS CONTRIBUTED CAPITAL 

COMMERCIAL EARNINGS - CURRENT YEAR 
SDC INVEST IN GEN COMMERCIAL OPS - EARNINGS 

COMMERCIAL EARNINGS - PRIOR 

SDC INVEST IN GEN COMMERCIAL OPS - CONT CAPITAL 
SDC INVESTMENT IN OUTER LIMITS - PURCHASE 

SDC INVESTMENT IN FIDDLE (SCOTTS) - CONT CAPITAL 
SDC INVESTMENT IN FIDDLE (SCOTTS) - EARNINGS 

SDC INVESTMENT IN FUNTASTICKS - CONT CAPITAL 
SDC INVESTMENT IN FUNTASTICKS - EARNINGS 
SDC INVESTMENT IN FIDDLE (TEMPE) - CONT CAPITAL 
SDC INVESTMENT IN FIDDLE (TEMPE) - EARNINGS 
SDC INVESTMENT IN PV MARKETPLACE - EARNINGS 

SDC INVESTMENT IN PV PAVILIONS - EARNINGS 
SDC INVESTMENT IN PV CROSSING - EARNINGS 

SDC INVESTMENT IN REST PLACE - EARNINGS 

SDC INVESTMENT IN AUTOPLEX - EARNINGS 
SDC INVESTMENT IN TALAVI - EARNINGS 

SDC INVESTMENT IN METROCENTER - EARNINGS 

SDC INVESTMENT IN LITCHFIELD OTHER - EARNINGS 

ELIMINATE SDC INVESTMENT IN COMMERCIAL OPERATIONS #ZOO0 

T. HIDDEN HILLS CONTRIBUTED CAPITAL 
HIDDEN HILLS EARNINGS - PRIOR 
HIDDEN HILLS EARNINGS - CURRENT YEAR 

SDC INVESTMENT IN HIDDEN HILLS - EARNINGS 
SDC INVESTMENT IN HIDDEN HILLS - CONT CAPITAL 

ELIMINATE SDC INVESTMENT IN HIDDEN HILLS JV #3300 

U. SDC INVESTMENT IN RANCHO VIEJO - EARNINGS 
SDC INVESTMENT IN RANCHO VIEJO - CAPITAL 
RANCHO VIEJO EARNINGS - PRIOR 
RANCHO VIEJO EARNINGS - CURRENT YEAR 

RANCHO VIEJO CONTRIBUTED CAPITAL 

ELIMINATE SDC INVESTMENT IN RANCHO VIEJO JV #6600 

V. PV CONTRIBUTED CAPITAL 
PV EARNINGS - PRIOR 
PV EARNINGS - CURRENT YEAR 

SDC INVESTMENT IN PALM VALLEY - EARNINGS 
SDC INVESTMENT IN PALM VALLEY - DEVELOP 

ELIMINATE SDC INVESTMENT IN PALM VALLEY # 5 5 0 0  

TOTAL 

$57,572,855 

$749,681 
$090,859 

$257.068 

$51,343,998 
$1,822,515 

$1,090,059 
$338,207 

$151,342 

$29,982 

$244,933 
$92,150 

$3,282,433 
$161,781 

$2,213,969 
$331,016 
$920,669 
$671,963 

$123,793 

$30,064 

$478,683 
$ 0  

$1,567 

$478,603 
$1,567 

$23,942 

$2,444,528 
$2,444,528 

$13,893 
$10,049 

$177,544,592 

$3,496,839 
$ 0  

$3,496,839 
$177,544,592 

t 

$372.755'514 $372,755.514 



SCTS MTN 

SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING INCOME STATEMENT 
FOR THE YEAR ENDING DECEMBER 31, 1997 

ACCOUNT DESCRIPTION ............................ SUNCOR PVOC 0 H HOMES wwos 

REVENUES: -. 
SALE OF &SSETS 
DEFERRED PROFIT 
LANO SALES 
HOME SALES 
COWERCIAL PROPERTIES 
UTILITY SALES 
HMIAGEMENT FEES 

$6,000.000 

4 0 , 8 2 7 , 5 3 8  

5 , 9 7 5 . 2 5 7  2 . 1 9 4 . 0 9 1  2 . 3 2 2 . 7 7 4  
1.618.907 

1 . 1 4 9 . 4 4 2  

5 1 , 9 5 2 , 2 3 7  
........... 
........... 

TOTAL OPERATIN REVENUES 5 . 1 5 6 . 7 8 3  2 . 1 9 4 . 0 9 1  5 8 , 1 1 1 , 9 2 1  2 , 3 2 2 , 7 7 4  

OPERATING EXPENSES 
COST OF ASSETS SOW 
COST OF WLND SOW 
corn OF HOMES SOLD 

5,041,300 
3 1 , 5 6 4 , 6 1 3  
12,322.1931 
2 , 1 1 8 , 7 1 8  
4 , 4 9 8 , 3 7 0  
9 , 8 8 2 , 2 7 7  

2 . 0 7 9 . 2 5 1  

239,337 

204,301 

LRND PROJECT cosrs 
COmERCIAL PROPERTIES 
G E m L  b AWINIOTRRTIVE 
WILITY EXPENSE 
RESORT OPERATIONS 
DEPRECIATION L AMORTIZATION 

TOTAL OPERATING EXPENSES 

NE1 OPERATING INCOME 

1 , 7 2 5 , 1 7 9  1 , 0 7 2 , 5 6 3  

1 , 3 9 7 , 0 9 7  

170,950 

1.576.047 
........... 
........... 

41.860 

10.202 
716.227 563 

2 . 5 2 3 . 4 5 2  

2 . 6 3 3 . 3 3 1  

............ 

............ 

............ 

158.207 ........... 336.901 ........... 
56.216.881 

i.895.0a 
........... 

951.720 ........... 
2 . 0 2 7 . 2 8 3  53,511.514 1 , 8 8 3 , 3 8 6  ........... 

3 1 0 . 7 0 s  440.723 ........... 
OTHER INCOME iWD GAINS. 

EQUITY IN JOINT VESTURES 
INTEREST INCOME 
OTHER 

TOTAL OTHER INCOME luvD GAINS 

INTEREST EXPENSE 

INTEREST EXPENSE 
LESS: CAPITALIZED INTEREST 

TOTAL INTEREST EXPENSE 

NET INCOME BEFORE MINORITY INTEREST 
MINORITY INTEREST 

NET INCOnEI ILOSSI 

1 , 1 8 2 , 3 6 1  
857.921 14.466 

........... 
1 4 , 4 6 6  

19.422 
4 9 . 2 6 9  

4 9 , 2 6 9  
........... 
........... 

........... 
1 9 . 4 2 2  ........... 

4 , 0 4 0 , 2 8 5  281.515 ............ ........... 

505.378 5 . 8 7 0 . 9 2 8  
13,494,7461 

2 , 3 7 6 , 1 8 2  

a o . 2 3 1  

........... 

........... 
2 , 1 0 4 , 8 2 5  

........... 
5 1 , 6 2 4 , 5 9 1  
-=-s.=====s 

27,340 7 . 1 5 7  134.477 1 , 1 4 6 . 3 7 5  

........... 
1 , 1 4 6 , 3 7 5  ........... 

1ni1.4621 

............ 
7 . 3 5 7  

2 . 9 0 7 . 5 0 9  
............ 

........... 
sa5 , 378 

1194.673)  
........... 

........... 
1 1 4 . 4 7 7  ........... 

1 , 8 0 9 , 8 3 5  

27.340 

29.986 

529,986 lS194.6731 

HIDDEN 
HILLS .......... 

RANCHO ELIMINATING CONSOLIDATED 
V I E J O  ENTRIES INCOME ................................. 

t 
ACCOUNT DESCRIPTION 

REVENUES : 
SALE OF ASSETS 
DEFERRED PROFIT 
LAND SALES 
HOME SALES 
COHMERCIKL PROPERTIES 
UTILITY SALES 
WAGEMENT FEES 

TOTAL OPERATING REVENUES 

OPERATINQ EXPENSES 

- S6.000.000 
279,896 

265.817 - 1 5 , 9 7 0 , 2 7 2  
- 5 8 . 3 1 1 . 9 2 4  - 1 0 , 4 9 2 , 1 2 2  
- : ,618.907 

COST OF ASSETS SOLD 
COST OF LAN0 SOLD 
COST OF HOMES SOLD 
LANU PROJECT COSTS 
COMhlERCIAL PROPERTIES 
GENERAL 6 IIlUIINISTRATIYE 
UTILITY EXPENSE 
RESORT OPERATIONS 
OEPRBCIATION 6 AMORTIZI\T?ON 

230 

1 , 2 7 7  
- 1 , 3 1 7 , 5 1 3  

1 0 . 2 0 2  
398  - 2 , 3 4 5 , 9 6 6  

281.671 - 1 1 8 . 0 2 1 . 8 0 1  
................................. 
................................. 

( 1 5 . 8 2 4 1  - 5 , 6 0 0 , 7 6 2  ................................. 

.......... 
1 . 5 6 7  TUTAL OPEPATINO EXPENSES 

NET OPEPATINO INCOME 

OTHER INCGUE &ND GAINS. 

E a u m  IN JOINT VENTURES 
INTEREST INCOME 
OTHER 

TOTAL O R l E R  INCOME AND GAINS 

.......... 
11,5671 .......... 

- 3 , 1 8 2 , 3 6 1  
- 1 , 1 7 3 , 1 2 2  

4 9 , 2 6 9  

5 , 7 7 5  - 4 . 4 1 0 . 7 5 2  

5 , 7 7 5  

................................. 

................................. 
INTEREST EXPENSE 

INTEREST EXPENSE 
LESS. CAPITALIZED INTEREST 

TOTAL INTEREST EXPENSE 

NET INCOME BEFORE MINORITY INTEREST 
MINORITY INTEREST 

NET INCOMEIIWSSl 

. 7 , 6 9 1 , 8 5 5  - 13.49%.7461 

- 1 , 1 9 7 , 1 0 9  

................................. 
................................ 

- 5 . n i 4 . w 1 5  
1 n a . 2 1 1  

110.0491 

................................. 
1$10,0191 - $ 5 , 1 3 4 , 1 7 4  

.-===*-=*= =-il=ii.liii 

.......... 

.......... 
11.5671 
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SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 

FORM U-3A-2 

Statement by Holding Company 
Claiming Exemption under Rule U-2 

from the Provisions of the 
ic Utility Holding Company Act of 1 

a File No. 69-306 

To Be Filed Annually Prior to March 1 

Pinnacle West Capital Corporation 

(Name of Company) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

hereby files with the Securities and Exchange Commission, pursuant to 
Rule 2 ,  its statement claiming exemption as a holding company from the 
provisions of the Public Utility Holding Company Act of 1935, and 
submits the following information: 



1. Name, state of organization, location and nature of business of 
Claimant and every subsidiary thereof, other than any exempt wholesale 
generator (EWG) or foreign utility company in which Claimant directly 
or indirectly holds an interest. 

Pinnacle West Capital Corporation (llClaimantll) , having been 
incorporated on February 20,  1 9 8 5  under the laws of the State of Arizona, and 
having its principal executive offices at 4 0 0  East Van Buren, Suite 700, 
Phoenix, Arizona 8 5 0 0 4 ,  was organized principally to acquire and hold securities 
of other corporations for investment purposes. Claimant currently holds stock in 
the following subsidiaries: 

a. Arizona Public Service Company (IIAPS1l or the llCompanyll), is engaged 
principally in serving electricity in the State of Arizona. 
Incorporated in 1 9 2 0  under the laws of the State of Arizona and having 
its principal executive offices at 4 0 0  North Fifth Street, Phoenix, 
Arizona 85004 ,  APS became a subsidiary of the Claimant pursuant to a 
corporate restructuring plan approved by the Company's shareholders on 
April 1 8 ,  1 9 8 5 .  

(1) AXIOM Power Solutions, Inc. ("AXIOM") - -  an Arizona 
corporation having been incorporated on October 29, 1 9 9 6  and 
having its principal executive offices at 4 0 0  E. Van Buren, 
Phoenix, Arizona 85004 ,  was organized primarily to sell 
security and energy management products and services. AXIOM is 
a wholly-owned subsidiary of APS. 

(2) Bixco, Inc. (tlBixcol') - -  an Arizona corporation having 
been incorporated on June 4 ,  1 9 7 1  and having its principal 
executive offices at 400 North Fifth Street, Phoenix, Arizona 
8 5 0 0 4 ,  was organized primarily to conduct exploration 
activities for energy resources and other valuable minerals. 
Subsequent to the sale of its oil and natural gas properties 
in 1 9 8 1 ,  Bixco has been inactive. Bixco is a wholly-owned 
subsidiary of APS. 

b. SunCor Development Company ( llSunCorll - - an Arizona 
corporation having been incorporated on June 3 0 ,  1 9 6 5  and having its 
principal executive offices at 3 8 3 8  North Central Avenue, Suite 1 5 0 0 ,  
Phoenix, Arizona 85012 ,  is a wholly-owned subsidiary of Claimant 
engaged primarily in the owning, holding and development of real 
property. 

2 



(1) SunCor Resort & Golf Management, Inc. ("Resort & Golf 
Management") (previously named "SunCor Resort Management, 
Inc. and IISunCor Farms, Inc. # I )  - -  an Arizona corporation 
having been incorporated on December 31, 1986 and having its 
principal executive offices at 3838 North Central Avenue, 
Suite 1500, Phoenix, Arizona 85012 operates and manages hotel, 
golf, food and beverage for the Wigwam Resort and Country 
Club, Sedona Golf Resort, SunRidge Canyon Golf Club, Real del 
Mar Golf Club, and Palm Valley Golf Club. Resort & Golf 
Management is a wholly-owned subsidiary of SunCor. 

(2) Litchfield Park Service Company (ltLPSCOvr) - -  an Arizona 
corporation having been incorporated on September 21, 1954 and 
having its principal executive offices at 501 East Plaza 
Circle, Suite B, Litchfield Park, Arizona 85340, is a 
regulated public utility engaged in providing water and sewer 
services to commercial and residential customers. LPSCO became 
a wholly-owned subsidiary of SunCor on December 31, 1986. 

(3) SunCor Homes, Inc. ( "SunCor Homes") - -  (previously named 
"LGR, Inc." and "WGP Realty, Inc. I t )  an Arizona corporation 
having been incorporated on May 14, 1986 and having its 
principal executive offices at 3838 North Central Avenue, 
Suite 1500, Phoenix, Arizona 85012, was organized to provide 
brokerage and realty services in the sale of commercial and 
residential real property. SunCor Homes is a wholly-owned 
subsidiary of SunCor. 

(i) Golden Heritage Construction, Inc. ("Golden 
Heritage") - -  an Arizona corporation having been 
incorporated on December 30, 1993 and having its 
principal executive offices at 7975 North Hayden Rd. 
Suite D-280, Scottsdale, Arizona 85258, was organized 
to serve as a general residential contractor. Golden 
Heritage became a wholly-owned subsidiary of SunCor 
Homes, Inc. on January 1, 1996. 

(4) SCM, Inc. (I'SCMII) - -  an Arizona corporation having been 
incorporated on May 14, 1991 and having its principal 
executive offices at 3838 North Central Avenue, 

3 



Suite 1500, Phoenix, Arizona 85012, was organized to 
participate in real estate joint ventures and other real 
estate related activities. SCM is a wholly-owned subsidiary of 
SunCor . 

(5) Golf de Mexico, S.A. DE C.V. (IoGolf de Mexico") - -  a 
Mexican variable capital corporation having been incorporated 
on February 8, 1992 in Tijuana, Baja California, Mexico, and 
having its principal executive offices at 3838 North Central 
Avenue, Suite 1500, Phoenix, Arizona 85012, was organized to 
operate and manage the Real del Mar Golf Course in Mexico. 

(6) SunCor Realty & Management Company (iuSunCor Realty") - -  
(previously named Russell Ranch Development Company) an 
Arizona corporation having been incorporated on April 1, 1994 
and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012 was 
organized to participate in real estate joint ventures and 
other real estate related activities. SunCor Realty is a 
wholly-owned subsidiary of SunCor. 

(7) Palm Valley Golf Club, Inc. ("Palm Valley Golf") - -  an 
Arizona corporation having been incorporated on January 23, 
1996 and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012 was 
organized to hold title to the Palm Valley Golf Course. Palm 
Valley Golf is a wholly-owned subsidiary of SunCor. 

(8) Rancho Viejo de Santa Fe, Inc. ("Rancho Viejol') - -  a New 
Mexico corporation having been incorporated on March 18, 1996 
and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012 was 
organized to engage in real estate development in New Mexico. 
Rancho Viego is a wholly-owned subsidiary of SunCor. \ 

c. El Dorado Investment Company - -  an Arizona corporation 
having been incorporated on July 27, 1983 and having its principal 
executive offices at 400 East Van Buren, Suite 750, Phoenix, Arizona 
85004, is a wholly-owned subsidiary of Claimant engaged primarily in 
the acquisition and holding of stocks and securities of other companies 
for investment purposes. 

4 



2 .  A brief description of the properties of Claimant and each of its 
subsidiary public utility companies used for the generation, 
transmission and distribution of electric energy for sale, or for the 
production, transmission and distribution of natural or manufactured 
gas, indicating the location of principal generating plants, 
transmission lines, producing fields, gas manufacturing plants and 
electric and gas distribution facilities, including all such properties 
which are outside the state in which Claimant and its subsidiaries are 
organized and all transmission or pipelines which deliver or receive 
electric energy or gas at the borders of such state. 

Neither the Claimant nor any of its subsidiaries own property used for 
the production, transmission and distribution of natural or manufactured gas. 
APS, a "public utility company" as that term is defined in the Public Utility 
Holding Company Act of 1935, is the only one of Claimant's subsidiaries that 
owns property used for the generation, transmission and distribution of electric 
energy for sale. 

5 



Exhibit D attached hereto shows the location of APS' major generating 
plants (including those owned jointly with others), principal transmission lines 
(including those operated for others) and interconnections of transmission lines 
with out-of-state utilities at state lines. All of such facilities, except the 
Four Corners Generating Station ("Four Corners"), and all of APS' distribution 
facilities, are located within the State of Arizona. Four Corners is a 
mine-mouth power plant, located in the northwest corner of New Mexico, near the 
city of Farmington, approximately 40 miles east of the Arizona-New Mexico 
border. 

APS' present generating facilities have an accredited capacity 
aggregating 4,039,220 kilowatts, comprised as follows: 

Coal : 
Units 1, 2 and 3 at Four Corners, 

15% owned Units 4 and 5 at Four Corners, 

Units 1, 2, and 3 at the Cholla Plant, 

14% owned Units 1, 2 and 3 at the Navajo 

aggregating ............................ 

representing ........................... 
aggregating ............................ 
Plant, representing .................... 

Capacity 

560,000 kw 

222,000 

615,000 

315,000 

1,712,000 kw 
Gas or Oil: 
Two steam units at Ocotillo, two steam 

units at Saguaro and one steam 
463,400 kw (1) 

500,600 aggregating . . . . . . . . . . . . . . . . . . . . . . . . . .  
aggregating . . . . . . . . . . . . . . . . . . . . . . . . . .  253,500 

unit at Yucca, aggregating . . . . . . . . . . . . .  
Eleven combustion turbine units, 

Three combined cycle units, 

Nuclear: 
29.1% owned or leased Units 1, 2 and 3 
at Palo Verde, representing 

1,217,500 kw 

1,105,520 kw 

Other 4,200 kw 
6 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - - - - _ - - - - - - - - - -  
(1) West Phoenix steam units (96,300) are currently mothballed. 



APS' transmission facilities consist of approximately 4,862 pole 
of overhead lines and approximately 18 miles of underground lines, all of 
are located within the State of Arizona. APS' distribution facilities cons 
approximately 11,335 pole miles of overhead lines and approximately 8,993 
of underground lines, all of which are located within the State of Arizona. 

miles 
which 
st of 
miles 

3. The following information for the last calendar year with respect to 
Claimant and each of its subsidiary public utility companies: 

a. Number of kwh of electric energy sold at retail or 
wholesale. 

Claimant AP S 
- - - - - - - -  - - -  

None 22,387,930,000 kwh of electric energy 
sold at wholesale or retail 

b. Number of kwh of electric energy distributed at retail 
outside the state in which each such company is organized. 

Claimant APS 
- - - - - - - -  - - -  

None 62,766,000 kwh of electric energy 
distributed at retail outside Arizona 

c. Number of kwh of electric energy sold at wholesale outside 
the state in which each such company is organized, or at the state 
line. 

APS 
- - -  I 

None 973,300 kwh of electric energy sold at 
wholesale outside Arizona or at state 
line 

d. Number of kwh of electric energy purchased outside the 
state in which each such company is organized or at the state line. 

C1 a imant APS 
- - - - - - - -  - - -  

None 4,605,356 kwh of electric energy 
purchased outside Arizona or at state 
1 ine 
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4 The following information for the reporting period with respect to 
Claimant and each interest it holds directly or indirectly in an EWG or 
a foreign utility company, stating monetary amounts in United States 
dollars : 

The Claimant holds no interest, direct or indirect, in an EWG or a 
foreign utility company. 

a. Name, location, business address and description of the 
facilities used by the EWG or foreign utility company for the 
generation, transmission and distribution of electric energy for sale 
or for the distribution at retail of natural or manufactured gas. 

Not applicable. 

b. Name of each system company that holds an interest in such 
EWG or foreign utility company; and description of the interest held. 

Not applicable. 

c. Type and amount of capital invested, directly or 
indirectly, by the holding company claiming exemption; any direct or 
indirect guarantee of the security of the EWG or foreign utility 
company by the holding company claiming exemption; and any debt or 
other financial obligation for which there is recourse, directly or 
indirectly, to the holding company claiming exemption or another system 
company, other than the EWG or foreign utility company. 

Not applicable. 

d. Capitalization and earnings of the EWG or foreign utility 
company during the reporting period. 

I 

Not applicable. 

e. Identify any service, sales or construction contract(s1 
between the EWG or foreign utility company and a system company, and 
describe the services to be rendered or goods sold and fees or revenues 
under such agreement ( s )  . 

Not applicable. 
8 



EXHIBIT A 

A consolidating statement of income and surplus of the Claimant and its 
subsidiary companies for the last calendar year, together with a consolidating 
balance sheet of Claimant and its subsidiary companies as of the close of such 
calendar year. 

Exhibit A hereto includes consolidating statements of income and 
consolidating balance sheets for the Claimant and the following of its 
subsidiaries: Arizona Public Service Company, SunCor Development Company and El 
Dorado Investment Company. Subsidiaries have been consolidated for financial 
reporting purposes in accordance with Statement of Financial Accounting 
Standards No. 94, Consolidation of All Majority-owned Subsidiaries. Also 
included are consolidating statements of income and consolidating balance sheets 
for SunCor Development Company and its subsidiaries. 

9 



EXHIBIT B FINANCIAL DATA STATEMENT 

If, at the time a report on this form is filed, the registrant is required to 
submit this report and any amendments thereto electronically via EDGAR, the 
registrant shall furnish a Financial Data Schedule. The Schedule shall set forth 
the financial and other data specified below that are applicable to the 
registrant on a consolidated basis. 

1. Total Assets. 

2. Total Operating Revenues. 

3. Net Income. 

See Exhibit B hereto. 
10 



EXHIBIT C 

An organizational chart showing the relationship of each EWG or foreign 
utility company to associate companies in the holding-company system. 

Not applicable 
11 



EXHIBIT D 

Exhibit D is a map of the state of Arizona showing the following: 

APS Service Area; 
Major APS Power Plants, including joint ownership; 
Principal APS Transmission Lines; 
and Transmission Lines Operated €or Others. 

12 
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The above-named Claimant has caused this statement to be duly executed 
on its behalf by its authorized officer on this 28th day of February, 1997. 

[CORPORATE SEAL] 

Attest: 

/s/Suzanne Debes 

Suzanne Debes 
Associate Secretary 

- - - - - - - - - - - - - - - - - - - - - - - -  

Name, title and address of officer to whom notices and correspondence concerning 
this statement should be addressed: 

(Title) 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT 
FOR THE YEAR ENDED DECEMBER 31, 1996 
(THOUSANDS OF DOLLARS) 

OPERATING REVENUES: 
Electric 
Real Estate 

Total 

FUEL EXPENSES: 
Fuel for electric generation 
Purchased power 

Total 

OPERATING EXPENSES: 
Utility operations and maintenance 
Real estate operations 
Depreciation and amortization 
Taxes other than income taxes 

Total 

OPERATING INCOME 

OTHER INCOME (DEDUCTIONS): 
Allowance f o r  equity funds used during construction 
Interest on long-term debt 
Other interest 
Allowance for borrowed funds used during construction 
Preferred stock dividend requirements 
Other, net 

Total 

INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TAXES 
Income Tax Benefits (Expense) 

INCOME FROM CONTINUING OPERATIONS 
DISCONTINUED OPERATIONS, NET OF TAX 
EXTRAORDINARY ITEM FOR EARLY RETIREMENT OF DEBT, NET OF TAX 

NET INCOME (LOSS) 



_. 
DEBIT 

* E L I M I N A T I O N S *  
CREDIT 

Total 

FUEL EXPENSES- 
Fuel for electric generation 
Purchased power 

Total 

OPERATING EXPENSES: 
Utility operations and maintenance 
Real estate operations 
Depreciation and amortization 
Taxes ocher than income taxes 

Total 

OPERATING INCOME 

1,206 I C )  

OTHER INCOME (DEDUCTIONS): 
Allowance for  equity funds used during construction 
Interest on long-term debt 
Other interest 
Allowance for borrowed funds used during construction 
Preferred stock dividend requirements 
Other, net 230,904 (a,b) _.__________ 

Total 230,904 

INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TAXES 229,598 
Income Tax Benefits (Expense) 

.- 

TOTAL 

S 1.718.272 
99.488 

1,817,760 

230,393 
95,130 

430,714 
96.080 

299.507 
122,077 

948.378 
______--__-.  

543,859 

1.206 (cl 
- -  (bl 

5,209 
1171.4581 
(23,7641 

9,509 
(17,0921 
(6.7481 

INCOME FROM CONTINUING OPERATIONS 229,698 
DISCONTINUED OPERATIONS, NET OF TA% 
EXTRAORDINARY ITEM FOR EARLY RETIREMENT OF DEBT, NET OF TAX 

NET INCOME ILOSSI $ 229,698 
iiPI-i.-i.2ili 

-=-=*======= 
EXHIBIT A PAGE 1 OF 12 

1.206 

t 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT 
ELIMINATING ENTRIES 

(a) Income from Subsidiaries 
Retained Earnings 

To eliminate PWCC Equity in earnings from subsidiairies 

PWCC 
APS 226,379 
SUNCOR 4,154 
EL DORADO 371 

( b )  Interest Income (Suncor) 
Interest Expense (El Dorado) 

To eliminate SunCor interest charges to El Dorado. 

(C) Real Estate Operations 
Interest Expense (PWCC) 

To reclass Capitalized Interest for SunCor 
EXHIBIT 

Land Sales. 
A PAGE 2 OF 12 

230,904 
230,904 

$ 
$ 

_ _  s 
s 

$ 1,206 
$ 1,206 



PINNACLE WEST CAPITAL 
CONSOLIDATING BALANCE 

(THOUSANDS OF DOLLARS 
December 31, 1996 

COR PORAT I ON 
SHEET 

A S S E T S  

CURRENT ASSETS 
Cash and cash equivalents 
Customer and other receivables - net 
Accrued utility revenue 
Materials and supplies 
Fossil fuel 
Deferred income taxes 
Other current assets 

Total current assets 

INVESTMENTS AND OTHER ASSETS 
Real estate investments, net (cap interest) 
Other assets 

Total investments and other 

$ 4,485 
572 

61,264 
3 14 

66,635 
_ _ _ _ _ _ _ _ _ _ _ _  

8,668 398,809 
2,111,100 113,666 5,861 33,459 

2,119,768 113,666 404,670 33,459 
--_______-_-____-_-.-------------------------- 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

UTILITY PLANT 
Electric plant in service and held for future use 6,803,211 
Less accumulated depreciation and amortization 2,426,143 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - -  
Total _ _  4,377,068 - -  ._ 

Construction work in progress 226,935 
Nuclear Fuel 

Net Utility Plant 

DEFERRED DEBITS 
Regulatory asset for income taxes _ _  516,722 
Rate synchronization deferral 414,082 
Other deferred debits 69 376,454 4,917 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - -  
Total deferred debits 69 1,307,258 4,917 _ _  
TOTAL ASSETS 



*ELIMINATIONS AND ADJUSTING ENTRIES* 
DEBIT CREDIT TOTAL 

- - - - _ - - - - - -  - _ _ _ _ _ _ _ _ _ _  - - - - - - - - - 
A S S E T S  

CURRENT ASSETS 
Cash and cash equivalents 
Customer and other receivables - net 
Accrued utility revenue 
Materials and supplies 
Fossil fuel 
Deferred income taxes 
Other current assets 

Total current assets 

INVESTMENTS AND OTHER ASSETS 
Real estate investments, net (cap interest) 
Other assets 

Total investments and other 

UTILITY PLANT 
Electric plant in service and held f o r  future us 
Less accumulated depreciation and amortization 

Total 
Construction work in progress 
Nuclear Fuel 

Net Utility Plant 

DEFERRED DEBITS 
Regulatory asset for income taxes 
Rate synchronization deferral 
Other deferred debits 

Total deferred debits 

TOTAL ASSETS 

$ 26,686 
572 (b) 169,237 

55,470 
74,120 
13,928 
69,688 

91 (c) 41,140 

663 450,269 
_ _ - _ _ _ _ _ _ - _  - - - - - _ _ _ _ _ _  

_ _ _ _ _ - _ _ _ _ _  - _ - - - _ _ _ _ _ _  

6,803,211 
2,426,143 

4.377.068 
226,935 
51,137 

4,655,140 

_ _ _ _ _ _ _ _ _ _ _  

- - - - - - _ - - - -  

- - - - - - _ - - - -  

EXHIBIT A PAGE 3 Of 12 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 

December 31, 1996 
(THOUSANDS OF DOLLARS ) 

L I A B I L I T I E S  A N D  E Q U I T Y  

CURRENT LIABILITIES 
Accounts payable 
Accrued taxes 
Accrued interest 
Dividend payable 
Short-term borrowings 
Commerical paper, net 
Current maturities of long-term debt 
Customer Deposits 
Other current liabilities 

Total current liabilities 

LONG-TERM DEBT LESS CURRENT MATURITIES 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 
Deferred investment tax credit 
Unamortized gain-sale of utility plant 
Other deferred credits 

Total deferred credits 

COMMITMENTS AND CONTINGENCIES (NOTE) 

MINORITY INTERESTS: 
Non-Redeemable preferred stock of APS 
Redeemable preferred stock of APS 
Joint Ventures of SunCor 

COMMON STOCK EQUITY: 
Common stock 
Accumulated deficit 

Total 

TOTAL LIABILITIES AND EQUITY 

$ 2,958 
(3,914) 

208 _ _  

250,000 2,029,482 92,631 

(54,930) 1,414,242 
(13,344) 87,723 

86,939 
16,972 332,970 4,459 

. - - - - - - - _ _ _ _ _ _ _ _ _ - -  _ - - _ - - _ - - - -  - - - - - - - - - -  
(51,302) 1,921,874 4,459 _ _  

- - - . - - - - 

165,673 
53,000 

8,950 



*ELIMINATIONS AND ADJUSTING ENTRIES* 
DEBIT CREDIT TOTAL _ _ - _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ - -  _ _ _ _ _ _ _ _ _ _ _  

L I A B I L I T I E S  A N D  E Q U I T Y  

CURRENT LIABILITIES 
Accounts payable 
Accrued taxes 
Accrued interest 
Dividend payable 
Short-term borrowings 
Commerical paper, net 
Current maturities of long-term debt 
Customer Deposits 
Other current liabilities 

Total current liabilities 

LONG-TERM DEBT LESS CURRENT MATURITIES 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 
Deferred investment tax credit 
Unamortized gain-sale of utility plant 
Other deferred credits 

Total deferred credits 

COMMITMENTS AND CONTINGENCIES (NOTE) 

MINORITY INTERESTS: 
Non-Redeemable preferred stock of APS 
Redeemable preferred stock of APS 
Joint Ventures of SunCor 

COMMON STOCK EQUITY: 
Common stock 
Accumulated deficit 

Total 

TOTAL LIABILITIES AND EQUITY 

8,950 (e) 

$ 184,095 
82,413 
39,652 

_ _  
_ _  

16,900 
156,277 
34,222 
37,056 

550,615 
_______.--- 

_ _ _ _ _ _ _ _ _ _ _  
2,372,113 

165,673 
53,000 

_ -  

EXHIBIT A PAGE 4 Of 12 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 
ELIMINATING AND ADJUSTING ENTRIES 

(a) Common stock 
Notes payable - SunCor, El Dorado 

Accumulated deficit 
Other investments 

Total 

To eliminate PWCC investment in subsidiaries 

APS 
SunCor 
El Dorado 

Common 
Stock 

Earnings/ 
Dividends 

1,742,385 (12,995) 
444,391 (121,493) 
62,546 (23,857) 

Notes Total 

_ _  1,729,390 
_ -  322,898 
- -  38,689 

(b) Other current liabilities 572 
Customer and other receivables - net 

To eliminate intercompany receivable/payable 

A/R 
PWCC's Books 

APS 130 
SunCor 443 
El Dorado (1) 

Total 572 
- - - - - - - - 
- - - - - - - - 

(c) Other current liabilities (PWCC) 
Other current assets (APS) 

To eliminate PWCC payable to APS 

(d) Dividends Payable (APS) 
Customer and other receiv. (PNW) 

To eliminate APS Dividend to PNW 

(e) Current Liabilities (PNW) 
Deferred Credits (PNW) 

Reclass deferred compensation 

(f) Scottsdale Mountain - Minority Interest 
Real estate investments - net 

To eliminate Minority Interest - SunCor Scottsdale Mountain 

EXHIBIT A PAGE 5 of 12 

91 

2,534 

8.950 

572 

t 

91 

2,534 

8,950 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
FOR THE MONTH ENDED DECEMBER 31, 1996 

ACCOWNT DESCRIPTION _ _ _ _ _ _ _ - - - - _ - - - - - - -  

ASSETS : 

CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 
INTERCOMPANY ACCOUNTS: 

SASI 
LPSCO 
SMLP 
KRBUTO 3v 
PVGC 
SCM/SHI I/C - 12901 & 12201 
SCM/SHI I/C - 12902 
SCM - SDC -12903 
SHI - SDC - 12903 & 265 
wwos 
GOLDEN HERITAGE 
HOMEBWILDING I/C INTEREST 
GOLDEN HERITAGE CASH ADVANCE 
SUNRIDGE - DEVELOPMENT 
SWNRIDGE - GOLF 
SEWNA - DEVELOPMENT 
SEDONA - GOLF 
WIGWAM RESORT 
OUTER LIMITS (20001 
COMMERCIAL PROJEm - GENERAL 
FIDDLESTICKS 
FUNTAST I CKS 
HIDDEN HILLS 
RANCHO VIEJO 

INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY 

TOTAL CURRENT ASSETS 

SUNCOR 

$ 4,666,813 $ 
356.927 

125,501 
18.733 
42,465 

135,646 
11,692,358 

60.698 
114.958 
44,281 

(205.396) 
377.474 
(58.1401 

5,051,459 
3.685.231 
4,590,012 

174,208 
756,736 

132,659 
3,145.422 _ _  _ _  

52,919 

PVGC _ _ _ _  SCTS MTN - - - - - SASI 
_.__ 

SHI 
_-. 

SCM _ _ _  LPSCO 
_..-_ 

345,533 $ 417,524 $ 1,509,499 $ 47,652 5 (14,235) $ (352,5031 
141,936 327,513 28.180 83.181 49,263 84,647 

368 

1,685,351 (1,685,351) 

(4,563,344) 
(2,379,3581 2,379,358 

333,738 

(11,692,3581 

4,746 

14,564 

117,857 
2,603,250 

72,984 
57,875 

2,442,969 16,518,852 

I 



ACCOUNT DESCRIPTION wwos _ - - - - - - - - _ - _ - _ _ - _ _ _  - _ _ _  
ASSETS. 

CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS $ 93,801 
ACCOUNTS RECEIVABLE (25.4971 
INTERCOMPANY ACCOUNTS. 

SASI 
LPSCO 
SMLP 
KABUTO JV 
PVGC 
SGiSHI I/C - 12901 & 12201 
SCM/SHI I/C - 12902 
SCM - SOC -12903 
SHI - SDC - 12903 & 265 
wwns 
GOLDEN HERITAGE 
HOMEBUILDING I/C INTEREST 
GOLDEN HERITAGE CASH ADVANCE 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEWNA - DEVELOPMENT 
SEWNA - W L F  
WIGWAM RESORT 
OUTER LIMITS (2000) 
COMNERCIAL PROJECT - GENERAL 
FIDDLESTICKS 
FUNTASTICKS 
HIDDEN HILLS 
RANCHO VIEJO 

INTEREST RECEIVABLE 

INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY 

NOTES RECEIVABLE 8.041 

S 250 $ (494.705) 5 5 . 0 0 0  
30,451 

P 172 
M 85.521 
0 18.333 

21.609 
44.358 

AB 6,603,859 
C 2,379,358 
D 4,663,344 
D 1,432,265 

E 11,632,358 

AB 
C 

D 
U 
G 
F 
E 

6 . 6 0 3 . 8 5 9  
2,373,358 

1,891,504 
18,733 
42,465 

135,646 
11,632,358 

X 58.140 
x 5,051,459 
X 3,685,231 
x 4,590,012 
Z 174,208 

AA 756.736 

T 72,611 

J 1,075,417 



ASSETS : 

CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 

$ 6,224,635 
1,084,601 

INTERCOMPANY ACCOUNTS: 

540 
- -  SAS I 

LPSCO 
SMLP 
KABUTO JV 
PVGC 

- -  
- -  
- -  
_ -  
- -  SCM/SHI I/C - 12901 & 12201 

SCM/SHI I/C - 12902 
SCM - SDC -12903 
SHI - SDC - 12903 & 265 
wwos 
GOLDEN HERITAGE 
HOMEBUILDING I/C INTEREST 

60,698 GOLDEN HERITAGE CASH ADVANCE 
SUNRIDGE - DEVELOPMENT 114,958 

SEDONA - DEVELOPMENT (205,396) 

WIGWAM RESORT 
OUTER LIMITS (2000) 
COMMERCIAL PROJECT - GENERAL 
FIDDLESTICKS 
FUNTASTICKS 
HIDDEN HILLS 
RANCHO VIEJO 

_ -  
- -  
- -  
_ -  
_ _  

SUNRIDGE - GOLF 44,281 

SEDONA - GOLF 377,474 
- -  
- -  
- -  
_ -  
- -  
- -  
- -  
- -  

177,905 INTEREST RECEIVABLE 
NOTES RECEIVABLE 5,761,459 

PREPAID EXPENSES 116,797 
HOME INVENTORY 17,939,323 

TOTAL CURRENT ASSETS 31,791,868 

INVENTORIES 94,593 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - - - - -  



ACCOUNT DESCRIPTION - - - - _ - - - _ - - _ - _ - _ _ _ _  
LONG-TERM ASSETS 

HIDDEN HILLS 
PANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
KAEUTO JV 
SCOTTSDALE MTN 
MARKETPLACE - CENTERPOINT 
TATUM RANCH 
TALAVI 
RESTORATION PLACE - TOWNE CNTR 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 

EQUITY IN TEMPE MKTPL JV 
EQUITY IN CTRPT ASSOC-JV 
INVESTMENT IN EILTMORE ESTATES 
INVEST IN PV APARTMENTS 
INVESTMENT IN SUNRIDGE CANYON 
INVESTMENT IN SEDONA GOLF 
INVESTMENT IN PLUMCOR OFFICE JV 

INVEST IN KABUTO JV 
INVESTMENT IN WIGWAM OUTLET 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN SUNCUR HOMES: 
SUNCOR HOMES EARNINGS 
GOLDEN HERITAGE EARNINGS 

DEVELOPMENT PROJECTS 

EQUITY INVESTMENTS: 

CONSOLIDATED ELIMINATING ENTITIES: 

INVEST IN GOLDEN HERITAGE HOMES 
INVESTMENT IN LPSCU 
INVESTMENT IN SASI 
INVESTMENT IN PAM VALLEY GOLF 
INVESTMENT IN OUTER LIMITS 
INVESTMENT IN FIDDLESTICKS 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN COW OPS 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN RANCHO VIEJO 

COWERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 
SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PALM VALLEY GOLF INTERCOMPANY 
BUILDING, EQUIPMENT AND OTHER (NET1 
DEFERRED ASSETS 
WATER, SEWER UTILITY PROP (NET) 
CONTRIBmED PROPERTY 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

202,486,457 
2,387,026 - _  

_ -  
21,464,029 
40,040,341 
8.494.198 

Ill. 827) 

4,657.017 
23,216,298 

464.583 
817,002 

11,201,120 
6,116,340 
2,569,397 

5,769,120 
5,501,073 

11,106.848 

223,493 
11.794.677) 

26,501 
8.277.474 

400,109 
6,553,930 
1,668.979 

01,249) 
143,535) 
5,351 
1100) 

131.673) 
I2861 

12.8411 
(13,893) 

2.480.405 
1,229,007 
1,611,156 

10,000,000 
300.000 

(4,021,827) 
701,119 ._ 

3,314,819 576.836 _ _  8.609.113 _ _  1,059,926 

PVGC _ _ _ _  SHI SCM 
- * -  _ _ _  

10,637,107 

955,487 

5,598,637 
2,901,096 

4,021,027 

_ _  257,173 
36,696 1,127 45,773 041,862 104,245 

t 

8,630 153,175 



ELIMINATIONS 

wwos - - - -  
LQNG-TERM ASSETS 

HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
KABUTO JV 
SCOTTSDALE MTN 
MARKETPLACE - CENTERPOINT 
TATUM RANCH 
TALAVI 
RESTORATION PLACE - TOWNE CNTR 
WIGWAM OUTLET STORES 18,241,943 
GOLDEN HERITAGE LAND 

EQUITY IN TEMPE MKTPL JV 
EQUITY IN CTRPT ASSOC-JV 
INVESTMENT IN BILTMORE ESTATES 
INVEST IN PV APARTMENTS 
INVESTMENT IN SUNRIDGE CANYON 
INVESTMENT IN SEWNA GOLF 
INVESTMENT IN PLUMCOR OFFICE JV 

INVEST IN KABUTO JV 
INVESTMENT IN WIGWAM OUTLET 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN SUNCOR HOMES: 
SUNCOR HOMES EARNINGS 
GOLDEN HERITAGE EARNINGS 

DEVELOPMENT PROJECTS 

EQUITY INVESTMENTS: 

CONSOLIDATED ELIMINATING ENTITIES. 

INVEST IN GOLDEN HERITAGE HOMES 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY GOLF 
INVESTMENT IN OUTER LIMITS 
INVESTMENT IN FIDDLESTICKS 
INVESTMENT IN "TASTICKS 
INVESTMENT IN COW OPS 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN RANCHO VIEJO 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 
SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PALM VALLEY GOLF INTERCOMPANY 
BUILDING. EQUIPMENT AND OTHER (NET) 
DEFERRED ASSETS 523,145 
WATER, SEWER UTILITY PROP (NET) 
CONTRIBUTED PROPERTY 
DEPOSITS _ _ _ _ _ _ _ _ _ - _ - - -  

TOTAL LONG-TERM ASSETS 18,765,088 

TOTAL ASSETS 

174.208 
737,843 

5,286,144 
12,574,976 

V 2,956.571 
N 83,503 

504,883 

32,623 

S 451,398 S 1,559,870 

10,733,633 

72,193 

12,574,976 16,629,476 

V 
s 
N 

H 
H 1.794.677 

K 
P a 

Y 31,249 
Y 43.535 

Y 

Y 100 
Y 31,673 
Y 286 
Y 2,841 

BB 13,893 

T 
T 
L 

R 4,021,827 R 

5,769.120 
5,501,073 

11,106,848 

223.493 

8,277,474 
6.553.930 400.109 

1,668,979 

5,351 

1,611,156 
10,000,000 

300,000 
4,021.827 

9 

60.039.304 



LONG-TERM ASSETS 

HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
KABUTO JV 
SCOTTSDALE MTN 
MARKETPLACE - CENTERPOINT 
TATUM RANCH 
TALAVI 
RESTORATION PLACE - TOWNE CNTR 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 

EQUITY IN TEMPE MKTPL JV 
EQUITY IN CTRPT ASSOC-JV 
INVESTMENT IN BILTMORE ESTATES 
INVEST IN PV APARTMENTS 
INVESTMENT IN SUNRIDGE CANYON 
INVESTMENT IN SEDONA GOLF 
INVESTMENT IN PLUMCOR OFFICE JV 

INVEST IN KABUTO JV 
INVESTMENT IN WIGWAM OUTLET 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN SUNCOR HOMES: 
SUNCOR HOMES EARNINGS 
GOLDEN HERITAGE EARNINGS 

DEVELOPMENT PROJECTS 

EQUITY INVESTMENTS: 

CONSOLIDATED ELIMINATING ENTITIES: 

INVEST IN GOLDEN HERITAGE HOMES 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY GOLF 
INVESTMENT IN OUTER LIMITS 
INVESTMENT IN FIDDLESTICKS 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN COMM OPS 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN RANCHO VIEJO 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PALM VALLEY GOLF INTERCOMPANY 
BUILDING, EQUIPMENT AND OTHER (NET) 
DEFERRED ASSETS 
WATER, SEWER UTILITY PROP (NET) 
CONTRIBUTED PROPERTY 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

174,208 
737,843 

207,772,601 
2,987,601 
9,618,405 
10,553,604 
21,969,712 
40,840,941 
8,526,941 

(11,827) 
17,133,471 

955,487 

4,657,017 
23,216,298 

464,583 
817,002 

11,201,128 
6,116,340 
2,569,397 



e 
LIABILITIES: 

SVNCOR 

CURRENT LIABILITIES 
A/P h RETENTION S 1,054,550 $ 
ACCRUED LIABILITIES 1,806,502 
INTERCOMPANY ACCOUNTS : 

LPSCO - SDC 
SMLP - SDC 
PVGC 
SCM-SDC INTERCOMPANY (4,204,105) 
SHI-SDC INTERCOMPANY 123,234,240 
SCM EARNINGS (395,624) 
WWOS 
KABUTO Jv 
OUTER LIMITS - SDC 
COMMERCIAL OPERATIONS - GENERAL 
FIDDLESTICKS 
FUNTASTICKS 
HIDDEN HILLS 
RANCHO VIEJO 

INTEREST PAYABLE 
S/T NOTES PAYABLE OTHER 
TATUM RANCH MONK NOTE 
SMLP 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN 

DEFERRED PROFIT 
PWCC INTERCO PAYABLE 
CUSTOMER DEPOSITS 
ACCRUED TAXES 

325,581 

78,027 

1.237.716 
337,995 
117,067 

389,898 S 40,744 $ 111,922 
34,416 155,843 336,426 

117,889 
18,333 

936,893 

387,692 

18.714 

SHI 
__. 

PVGC _ _ _ _  

S 40,654 5 138.251 
54,334 33,559 

25.158 

SCM _ _ _  

582,108 

17,307 135,646 

1,314,797 653.446 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 
TATUM RANCH MONK NOTE 
WWOS OWES SCD PH I LAND 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN 

OTHER ACCRUED LIABILITIES 
DEFERRED TRXES 
LONG-TERM ADVANCE-IN-AID 
LONG-TERM METER DEPOSITS 
CONTRIB PROPERTY AIA 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

MINORITY INTEREST 
EQUITY: 

NOTE 
156,053 

45,000,000 
42,431,700 

300,000 

2,754,358 
238.404 

405,425 
1.059.925 

3,044,250 
3,481,183 

t 



ACCOUNT DESCRIPTION - _ - _ _ _ _ - _ _ - _ _ _ _ _ _ _ _  
SDC COMMON STOCK 
SDC ADDITIONAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUBSIDIARY EQUITY: 

LPSCO 
SASI 
SMLP 
PVGC 
SCM 
SHOMES 
WWOS 
GOLDEN HERITAGE 
KABUTO JV 
OUTER LIMITS 

1,022,000 
443,360,521 
1125,646,6091 

4,153,703 
19,237 4.460 7,168,410 100,993 ll.359.9131 16.338 

8,111,457 
395,469 

9,137,773 
6,452,937 

379.206 
(211.2711 

TOTAL EQUITY 

TOTAL LIABILITIES AND EQUITY 



ELIMINATIONS 
HIDDEN RANCHO _______.----________...~~-~ 

WWOS GH HOMES XABUTO JV COMMERCIAL HILLS VIEJO REF DEBIT REF CREDIT _ _ _ _  __.__.._ _______._ _ _ _ _ _ _ _ _ _  _..__ _.---- - - -  - - - - -  - - -  - - - - - -  ACCOUNT DESCRIPTION 
________-_________. 

, LIABILITIES: 

_ _  CURRENT LIABILITIES 
A/P h RETENTION s 
ACCRUED LIABILITIES 529,388 
INTERCOMPANY ACCOUNTS: 

S 1,204,911 
15,000 63,963 

LPSCO - SDC 
SMLP - SDC 
pvor 

M 85,521 
0 18,333 

. _ _  
SCM-SDC INTERCOMPANY 
SHI-SDC INTERCOMPANY 
SCM EARNINGS 
wwns 

li 19,234,240 

18, 733 

G 25.158 

u 18,733 _ _  

D 4,204.105 

I 395.624 

X 58,140 
. GENERAL 

(58,140) 
5,051,459 
3,685,231 
4,590,012 

174,208 
756,736 

72,611 

X 5,051.459 
X 3,685,231 
x 4,590,012 
Z 174.208 

AA 756,736 

FGT 225.564 INTEREST PAYABLE 
S/T NOTES PAYABLE OTHER 
TATUM RANCH MONK NOTE 
SMLP 
GOLDEN HERITAGE (PEW1 
TEXTRON LOAN 

DEFERRED PROFIT 
PWCC INTERCO PAYABLE 
CUSTOMER DEPOSITS 
ACCRUED TAXES 

TOTAL CURRENT LIABILITIES 

* e  1,420,000 
* 61,892 

J 1,075,417 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 
TATUM RANCH MONK NOTE 
WWOS OWES SCD PH I LIWD NOTE 1,611.156 
WWOS RLC PAYOFF BY SDC 10,000,000 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
GOLDEN HERITAGE (PEW1 
TEXTRON LOAN 

OTHER ACCRUED LIABILITIES 
DEFERRED TAXES 
LONG-TERM ADVANCE-IN-AID 
LONG-TERM METER DEPOSITS 
CONTRIB PROPERTY AIA 

137.107 

T 1,611,156 
T 10,000,000 

L 300,000 
+ +  1,420,000 

f 61,892 

146,780 
t 



SDC COMMON STOCK 
SDC ADDITIONAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUBSIDIARY EQUITY: 

LPSCO 
SASI 
SMLP 
PVGC 
SCM 
SHOMES 
wwos 
GOLDEN HERITAGE 
KABUTO JV 
OUTER LIMITS 

(1.101.5901 

7,711,135 

_ _  1257.8691 

12,560,226 
1.822.515 

(13,893) IKNPQ 7,309,446 HSY IBB) 2,733,265 

K 8,111.457 
P 395,469 
N 9,137,773 
Q 6.452.937 
I 379,286 

S 7,711,135 
H 211,271 

V 12,560.226 
Y 1,822.515 



e 

ACCOUNT DESCRIPTION _ _ _ - _ _ _ _ _ _ _ _ - _ _ - _ - -  CONSOLIDATED _ _ _ _ _ _ _ _ _ _ _ _  

LIABILITIES: 

CURRENT LIABILITIES 
A/P & RETENTION $ 3,563,038 
ACCRUED LIABILITIES 3,029,431 
INTERCOMPANY ACCOUNTS: 

LPSCO - SDC 
SMLP - SDC 
PVGC 
SCM-SDC INTERCOMPANY 
SHI-SDC INTERCOMPANY 129,234,240 
SCM EARNINGS 
wwos 
KABUTO JV 
OUTER LIMITS - SDC 
COMMERCIAL OPERATIONS - GENERAL 
FIDDLESTICKS 
FUNTASTICKS 
HIDDEN HILLS 
RANCHO VIEJO 

INTEREST PAYABLE 
S/T NOTES PAYABLE OTHER 
TATUM RANCH MONK NOTE 
SMLP 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN 

DEFERRED PROFIT 
PWCC INTERCO PAYABLE 
CUSTOMER DEPOSITS 
ACCRUED TAXES 

325,581 

78,027 
936,893 

1,420,000 
61,892 

549,991 
337,995 

2,085,310 
18,714 

_ _ _ _ _ _ - - - - - - -  
TOTAL CURRENT LIABILITIES 12,439,240 _ _ _ _ _ _ _ _ _ _ _ _ _  

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 
TATUM RANCH MONK NOTE 
WWOS OWES SCD PH I LAND Nc 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN 

OTHER ACCRUED LIABILITIES 
DEFERRED TAXES 
LONG-TERM ADVANCE-IN-AID 
LONG-TERM METER DEPOSITS 
CONTRIB PROPERTY AIA 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

JTE 

- -  
156,053 _ -  

_ _  
45,000,000 
42,431,700 

1,624,250 
3,419,291 
2,891,465 

91,624 

405,425 
1,059,925 

_ _  

- -  

MINORITY INTEREST 8,950,367 
EQUITY : 



SDC COMMON STOCK 
SDC ADDITIONAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUBSIDIARY EQUITY: 

LPSCO 
SAS I 
SMLP 
PVGC 
SCM 
SHOMES 
wwos 
GOLDEN HERITAGE 
KABUTO JV 
OUTER LIMITS 

TOTAL EQUITY 

1 ,022 ,000  
4 4 3 , 3 6 8 , 5 2 2  

( 1 2 5 , 6 4 6 , 6 0 9 )  
4 , 1 5 3 , 7 8 3  

- -  

TOTAL LIABILITIES AND EQUITY 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING INCOME STATEMENT 
FOR THE YEAR ENDING DECEMBER 31, 1996 

ACCOUNT DESCRIPTION 
___.______________------------------------------ 

REVENUES : 
SALE OF ASSETS 
DEFERRED PROFIT 
LAND SALES 
HOME SALES 
COMMERCIAL PROPERTIES 
UTILITY SALES 
MANAGEMENT FEES 

TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
COST OF ASSETS SOLD 
COST OF LAND SOLD 
COST OF HOMES SOLD 
LAND PROJECT COSTS 
COMMERCIAL PROPERTIES 
GENERAL & ADMINISTRATIVE 
UTILITY EXPENSE 
RESORT OPERATIONS 
DEPRECIATION & AMORTIZATION 

TOTAL OPERATING EXPENSES 

NET OPERATING INCOME 

OTHER INCOME AND GAINS: 
EQUITY IN JOINT VENTURES 
INTEREST INCOME 

TOTAL OTHER INCOME AND GAINS 

INTEREST EXPENSE 
INTEREST EXPENSE 
LESS: CAPITALIZED INTEREST 

TOTAL INTEREST EXPENSE 

NET INCOME BEFORE MINORITY INTEREST 
MINORITY INTEREST 

NET INCOME/ (LOSS) 

$ 30,633 

30,253,994 

4,660,516 

1,329,474 

(163,914) 

- -  
_ -  

49,726 
23,696,669 
(1,685,669) 
2,148,254 
3,568,341 
8,273,501 

69,436 
668,010 

36,808,248 

_ _  

______.________-_ 

___.___________-_ 

(697,545) 
__________..----- 

3,399.538 
399,334 

3,798,872 
._._______------- 

_ _ _ _ _ _ _ _ _ _ _ - _ _ - - -  
, 



ACCOUNT DESCRIPTION . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

REVENUES : 
SALE OF ASSETS 
DEFERRED PROFIT 
LAND SALES 
HOME SALES 
COMMERCIAL PROPERTIES 
UTILITY SALES 
MANAGEMENT FEES 

TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
COST OF ASSETS SOLD 
COST OF LAND SOLD 
COST OF HOMES SOLD 
LAND PROJECT COSTS 
COMMERCIAL PROPERTIES 
GENERAL L ADMINISTRATIVE 
UTILITY EXPENSE 
RESORT OPERATIONS 
DEPRECIATION & AMORTIZATION 

TOTAL OPERATING EXPENSES 

NET OPERATING INCOME 

OTHER INCOME AND GAINS: 
EQUITY IN JOINT VENTURES 
INTEREST INCOME 

TOTAL OTHER INCOME AND GAINS 

INTEREST EXPENSE 
INTEREST EXPENSE 
LESS: CAPITALIZED INTEREST 

TOTAL INTEREST EXPENSE 

NET INCOME BEFORE MINORITY INTEREST 
MINORITY INTEREST 

NET INCOME/(LOSS) 

2,137,042 

S HOMES 



ACCOUNT DESCRIPTION 
_____-._--_________--.--.-----.--------.-.-.---- 

RANCHO ELIMINATING 
wwos VIEJO ENTRIES 

_____.._________._ .____._______..__. ___________._____ 

REVENUES : 
SALE OF ASSETS 
DEFERRED PROFIT 
LAND SALES 
HOME SALES 
COMMERCIAL PROPERTIES 
UTILITY SALES 
MANAGEMENT FEES 

TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
COST OF ASSETS SOLD 
COST OF LAND SOLD 
COST OF HOMES SOLD 
LAND PROJECT COSTS 
COMMERCIAL PROPERTIES 
GENEUL & ADMINISTRATIVE 
UTILITY EXPENSE 
RESORT OPERATIONS 
DEPRECIATION & AMORTIZATION 

TOTAL OPERATING EXPENSES 

NET OPERATING INCOME 

OTHER INCOME AND GAINS: 
EQUITY IN JOINT VENTURES 
INTEREST INCOME 

TOTAL OTHER INCOME AND GAINS 

INTEREST EXPENSE 
INTEREST EXPENSE 
LESS: CAPITALIZED INTEREST 

TOTAL INTEREST EXPENSE 

NET INCOME BEFORE MINORITY INTEREST 
MINORITY INTEREST 

NET INCOME/(LOSS) 

s _ _  
- _  $ 

- _  
(18,566,9491 A - _  



CONSOLIDATED 
ACCOUNT DESCRIPTION INCOME - - - - - - - - - - - -__-_-_______________________-- - - - - - -  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ -  

REVENUES : 
SALE OF ASSETS 
DEFERRED PROFIT 
LAND SALES 
HOME SALES 
COMMERCIAL PROPERTIES 
UTILITY SALES 
MANAGEMENT FEES 

TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
COST OF ASSETS SOLD 
COST OF LAND SOLD 
COST OF HOMES SOLD 
LAND PROJECT COSTS 
COMMERCIAL PROPERTIES 
GENERAL & ADMINISTRATIVE 
UTILITY EXPENSE 
RESORT OPERATIONS 
DEPRECIATION & AMORTIZATION 

TOTAL OPERATING EXPENSES 

NET OPERATING INCOME 

OTHER INCOME AND GAINS: 
EQUITY IN JOINT 
INTEREST INCOME 

VENTURES 

TOTAL OTHER INCOME AND GAINS 

INTEREST EXPENSE 
INTEREST EXPENSE 
LESS: CAPITALIZED INTEREST 

TOTAL INTEREST EXPENSE 

NET INCOME BEFORE MINORITY INTEREST 
MINORITY INTEREST 

NET INCOME/(LOSS) 

$ 30,633 

43,448,479 
45,860,575 
8,803,015 
1,448,257 
1,329,474 

100,848,158 

(72,275) 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ -  
_ _ _ _ - _ _ _ _ _ _ _ _ _ _ - _ _  

49,726 
29,287.466 
40,622,964 
2,495,138 
6,423,841 

13,563,521 
1,135,901 

69,436 
2,081,347 

95,729,340 

5,118,818 

_.________________ 

- - - - - - - - _ _ - - - - - - - -  
--__---__--___--.- 

A. HOME SALES 
COST OF HOME SALES 
COST OF HOME SALES (SCM MARGIN) 

ELIMINATE INTERCOMPANY SALES AND PROFITS BETWEEN SCM AND SUNCOR 

EXHIBIT A PAGE 9 of 12 

18,566,949 
18,136,772 

430,177 

HOMES 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1 9 9 6  ELIMINATING ENTRIES 

K 

L 

M 

N 

0 

P 

Q 

R 

S 

T 

DEBIT 

LPSCO EQUITY 8 , 1 1 1 , 4 5 7  
EARNED SURPLUS - CURRENT 1 9 . 2 3 7  

INVESTMENT IN LPSCO 
DEFERRED TAXES 1 4 6 , 7 0 0  

ELIMINATE SDC INVESTMENT IN LPSCO 

LONG-TERM NOTES PAYABLE 3 0 0 , 0 0 0  
LONG-TERM NOTES RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY NOTE WITH SDC 

CREDIT 

0 . 2 7 7 . 4 7 4  

3 0 0 , 0 0 0  

ACCOUNTS PAYABLE 
ACCOUNTS RECEIVAaLE 

8 5 . 5 2 1  
8 5 , 5 2 1  

ELIMINATE LPSCO INTERCOMPANY A/R WITH SDC 

SMLP EQUITY 9 , 1 3 7 , 7 7 3  
EARNED SURPLUS - CURRENT 7 , 1 6 8 , 4 1 0  

MINORITY INTEREST - PRIOR YEAR 
MINORITY INTEREST - CURRENT YEAR 
SMLP LAND 
INVESTMENT IN SMLP 

ELIMINATE SDC INVESTMENT IN SMLP 

ACCOUNTS PAYABLE 
ACCOUNTS RECEIVABLE 

ELIMINATE SMLP INTERCOMPANY A/R WITH SDC 

SASI EQUITY 
EARNED SURPLUS - CURRENT 
ACCOUNTS PAYABLE 

INVESTMENT IN SASI 

ELIMINATE SDC INVESTMENT IN SASI 

EARNED SURPLUS - CURRENT 
PALM VALLEY EQUITY 

INVESTMENT IN PV GOLF CLUB 

1 8 , 3 3 3  

3 9 5 , 4 6 9  
4 . 4 6 0  

1 7 2  

1 0 0 , 9 9 3  
6 , 4 5 2 , 9 3 7  

ELIMINATE SDC INVESTMENT IN PALM VALLEY GOLF 

ACCOUNTS PAYABLE 4 , 0 2 1 , 8 2 7  
ACCOUNTS RECEIVABLE 

ELIMINATE PVGC INTEILCOMPANY A/R WITH SDC 

WWOS EQUITY 7 , 7 1 1 , 1 3 5  

DEVELOPMENT FEES 1 0 6 , 8 4 0  
1 9 9 4  CAPITALIZED INTEREST 3 4 4 , 5 5 8  

EARNED SURPLUS - CURRENT 
INVESTMENT IN WWOS 
BASIS DIFFERENTIAL IN LAND PH1 
BASIS DIFFERENTIAL IN BLDG 
BASIS DIFFERENTIAL IN LAND PH2 

ELIMINATE SDC INVESTMENT IN WIGWAM OUTLET STORES 

INTEREST PAYABLE 7 2 , 6 1 1  

2 , 6 0 6 , 8 8 8  
2 , 5 0 8 , 9 4 4  

8 3 , 5 0 3  
1 1 , 1 0 6 , 8 4 8  

1 8 , 3 3 3  

4 0 0 , 1 0 9  

t 

6 , 5 5 3 , 9 3 0  

4 , 0 2 1 , 8 2 7  

1 , 1 0 1 , 5 9 0  
5 , 5 0 1 , 0 7 3  

8 5 4 , 9 7 2  
1 5 6 , 7 5 0  
5 4 8 , 1 4 8  



U 

Y 

Z 

AF 

BB 

INTEREST RECEIVABLE 

NOTES PAYABLE 
NOTES RECEIVABLE 

NOTES PAYABLE 
NOTES RECEIVABLE 

1,611,156 

10,000,000 

ELIMINATE WWOS INTERCOMPANY NOTES AND INTEREST WITH SDC 

ACCOUNTS PAYABLE 
ACCOUNTS RECEIVABLE 

ELIMINATE WWOS INTERCOMPANY A/R WITH SDC 

KABUTO JV EQUITY 
MINORITY INTEREST 
INVESTMENT IN KABUTO JV 
KABUTO JV LAND 

ELIMINATE SDC INVESTMENT IN KABUTO JV 

ACCOUNTS PAYABLE 
ACCOUNTS RECEIVABLE 

72,611 

1,611,156 

10,000,000 

18,733 
18,733 

12,560,226 
3,834,535 
5,769,120 
2,956,571 

ELIMINATE KABUTO JV INTERCOMPANY A/R WITH SDC 

COMMERCIAL OPERATIONS - GENERAL A/P 5,051,459 
COMMERCIAL OPERATIONS - OUTER LIMITS A/P 
COMMERCIAL OPERATIONS - FIDDLESTICKS A/P 3,685,231 
COMMERCIAL OPERATIONS - FUNTASTICKS A/P 4,590,012 

SUNCOR COMMERCIAL OPS - GENERAL A/R 
SUNCOR COMMERCIAL OPS - OUTER LIMITS A/R 58,140 

SUNCOR COMMERCIAL OPS - FUNTASTICKS A/R 
SUNCOR COMMERCIAL OPS - FIDDLESTICKS A/R 

ELIMINATE COMMERCIAL OPERATIONS INTERCOMPANY A/R WITH SDC 

58,140 

5,051,459 

3,685,231 
4,590,012 

COMMERCIAL OPERATIONS EQUITY 

EARNED SURPLUS - CURRENT 
INVESTMENT IN OUTER LIMITS 
INVESTMENT IN FIDDLESTICKS 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN PV PAVILLIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN COMM OPS 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 

1,822,515 

257,869 
1,668,979 

31,249 
43,535 

100 
31,673 

286 
2,841 

5,351 

ELIMINATE SDC INVESTMENT IN COMMERCIAL OPERATIONS 

ACCOUNTS PAYABLE 
ACCOUNTS RECEIVABLE 

174,208 
174,208 

ELIMINATE HIDDEN HILLS INTERCOMPANY A/R WITH SDC 

ACCOUNTS PAYABLE 756,736 
ACCOUNTS RECEIVABLE 

ELIMINATE RANCO VIEJO INTERCOMPANY A/R WITH SDC 

INVESTMENT IN RANCHO VIEJO 
EARNED SURPLUS - CURRENT 

ELIMINATE SDC INVESTMENT IN RANCHO VIEJO JV 

13,893 

84,636,621 84,636,621 

756,736 

13,893 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1996 ELIMINATING ENTRIES 

Debit Credit _ _ _ - _ _ _ _ _ _ _  .__-------- 

SHI - 12201 a SHI A/P TO SCM 
SCM-12201 b SCM A/R FROM SHI 

2,459,254 
2,459,254 

4,144,605 
4,144,605 

SCM-12901 C SCM INTERCO A/P TO SHI - GHH 
SHI - 12901 d SHL INTERCO A/R FROM SCM - GHH 

SHI - 12902 e SHI INTERCO A/P TO SCM - GENTRY 
SCM-12902 f SCM INTERCO A/R FROM SHI - GENTRY 

TO ELIMINATE INTERCO RECEIVABLES/PAYABLES 
BETWEEN HOMEBUILDING COMPANIES 

2,379.358 
2,379,358 

4,663,344 
1,432,265 

1,766,003 
4,204,106 

125,501 

SCM-12903 g SCM INTERCO A/P TO SDC - GENTRY 
SHI - 265 h SHI INTERCO NOTE TO SDC - ACQUISITION 
SHI - 12903 i SHI INTERCO A/R FROM SDC - GENTRY 
1000-206575 j SDC A/R FROM SCM 
1000-107230 k SDC A/R FROM S HOMES 

(E) 

(E) 
11,692,358 

11,692,358 
SCM-267 1 GOLDEN HERITAGE CASH ADVANCES FROM SDC 
1000-107260 m SDC CASH ADVANCES TO GOLDEN HERITAGE 

(F) 
71,856 
63,790 

135,646 
1 

2,825 
8,733 

13,600 
17,307 

42,465 

SCM- 2 67 n SCM INTERCO NOTE TO SDC - GH INTEREST 

1000-107255 P SDC INTERCO INTEREST A/R FROM HOMEBUILDING 
SCM- 2 6 8 o SCM INTERCO NOTE TO SDC - SH INTEREST 

SHI - 129 q SHI INTERCO PAYABLE TO SDC 

SHI - 240 s SHI INTERCO PAYROLL PAYABLE TO SDC 
SHI - 234 r SHI INTERCO PAYROLL PAYABLE TO SDC 

SHI - 275 
1000-107250 

t 
U 

SHI INTERCO INTEREST PAYABLE TO SDC 
SDC A/R FROM GOLDEN HERITAGE 

TO ELIMINATE INTERCO RECEIVABLES/PAYABLES 
BETWEEN HOMEBUILDING COMPANIES AND SDC 

(H) 
1,794,677 

223,493 
1,359,913 

211,271 

1000-176135 V SDC INVESTMENT IN SHI - GOLDEN HERITAGE 
1000-176132 W SDC INVESTMENT IN SHI - SUNCOR HOMES 
SHI - P&L X SHI CURRENT YEAR LOSS 
SHI - B/S y SHI ACCUMULATED LOSSES 

TO ELIMINATE INVESTMENT IN SHI ON SDC BOOKS 

(I) 16,339 
379,286 

395,624 

SCM-P&L z SCM CURRENT YEAR INCOME 
SCM aa SCM ACCUMULATED INCOME 
1000-206576 bb SDC INVESTMENT IN SCM 

TO ELIMINATE INVESTMENT IN SCM ON SDC BOOKS 

1,075,417 
1,075,417 

1000-235990 cc DEFERRED INTERCO PROFIT 
HOME INVENTORY 

TO ELIMINATE BALANCE SHEET GROSS UP ON INTERCO 
LOT SALES BETWEEN SDC AND HOMEBUILDING 

TOTALS 30,215,014 30,215,014 



EXHIBIT B Financial Data Schedule 

The Claimant submits the following consolidated financial information: 

1. Total Assets: $6,989,289,000 

2. Total Operating Revenues: $1,817,760,000 

3. Net Income: $181,180,000 
14 



EXHIBIT D 

Map of the state of Arizona showing the following: 

APS Service Area; 

Major APS Power Plants, including joint ownership; 

Principal APS Transmission Lines; and 

Transmission Lines Operated fo r  Others. 



la00 M Street, N W 

Washingtm. D.C. -5869 

202-467-7000 

Fax: 202-67-7176 

MorgarlLewis 
&Bockius LLP 

C O U N S E L O R S  A T  L A W  

Mary Ann K. Huntington 
202467-7422 

August 19, 1999 
-7- 

-, 

Mr. David P. Boergers 
Secretary 
Federal Energy Regulatory Commission 
888 First Street, N.E. 
Washington, D.C. 20426 

Re: 

Dear Mr. Boergers: 

On behalf of APS Energy Services Company, Inc., please find enclosed an original and 14 
copies an Application for an Order Approving Market Based Rates. 

If you have any questions, please feel fiee to call me at 202-467-7622. 

APS Energy Services Company, Inc., Docket No. ER99---000 

Mary Ann K. Huntington 

Attorney for 
APS Energy Services Company, Inc. 

Enclosure 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

APS Energy Services Company, Inc. ) Docket No. ER99---000 

APPLICATION OF APS ENERGY SERVICES COMPANY, INC. 
FOR ORDER APPROVING MARKET-BASED RATES 

Pursuant to Section 205 of the Federal Power Act, 16 U.S.C. 0 8 2 4  and Rule 205 of the 

Rules of Practice and Procedure of the Federal Energy Regulatory Commission (“FERC” or the 

“Commission”), 18 C.F.R. 9 385.205 (1 998), APS Energy Services Company, Inc. (“APSES”) 

hereby submits for filing this Application for authorization to engage in wholesale power sales at 

market-determined prices. APSES requests that the Commission take the following actions: (1) 

accept its Market-Based Rate Tariff (the “Market Rate Tariff”) for wholesale sales of energy‘and 

capacity, including ancillary services within the California Independent System Operator 

(“ISO”); (2) approve the code of conduct governing APSES’ relationship with its public utility 

affiliate, Arizona Public Service Company ( “ N S ” ) ;  and (3) grant waivers of certain of the 

Commission’s regulations and blanket authorizations of other actions under the Commission’s 

regulations. Pursuant to Section 35.3(a) of the Commission’s regulations, APSES also requests 

an effective date of 60 days after this filing, or the date on which the Commission issues an order 

approving APSES’ application for market-based rates, whichever is earlier. 

I. DESCRIPTION OF APSES 

APSES is an Arizona corporation formed in 1998, whose principal place of business is 

located at 400 East Van Buren Street, Phoenix, Arizona. APSES does not own or control electric 



.- 
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power generation,.transmission, or distribution facilities, APSES was formed to provide 

unregulated energy and related energy services to customers throughout Arizona, California, and 

other states that have instituted retail direct access. APSES seeks authorization to engage in 

wholesale power marketing activities at negotiated market-based rates under the proposed 

Market Rate Tariff. 

APSES is a subsidiary of Pinnacle West Capital Corporation which also owns APS. 

APSES, therefore, is an affiliate of APS, a public service corporation organized under the laws of 

the State of Arizona, which is engaged in the business of generating, transmitting, distributing, 

and selling electricity in all or part of eleven of Arizona's fifteen counties. APS is authorized to 

sell wholesale power and energy at market-based rates. -ce C& ,79 FERC 7 

6 1,022 (1 997). In its order granting market-based rate authority to APS, the Commission found 

that APS does not possess market power. 

APSES has no other utility affiliates. 

11. COMMUNICATIONS 

,79 FERC at 61,098-99. 

APSES respecthlly requests that service of pleadings and deliveries of communications 

and correspondence concerning this matter be directed to the following: 

Vicki G. Sandler, Vice President 
APS Energy Sexvices Company, Inc. 
400 East Van Buren Street 
Mail Station 8 103 
Phoenix, Arizona 85004 
Phone: (602) 744-5045 

Barbara Muller Champion, Senior Attorney 
Arizona Public Sexvice Company 
P.O. Box 53999 
Mail Station 9820 
Phoenix, Arizona 85004 
Phone: (602) 250-3547 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 
Tel: (202) 467-7622 
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Applicants request that the above-listed individuals be placed on the official sewice list 

compiled for this proceeding. 

111. LIST OF MATERIALS SUBMITTED WITH THIS FILING 

This filing contains the following materials: 

1. Exhibit A - APSES’ Market-Rate Tariff, including a form of service 
agreement; 

2. Exhibit B - APSES’ Code of Conduct governing its relationship with APS; 

3. Exhibit ‘C - Notice of Filing suitable for publication in the Federal 
Register, with an electronic version on diskette. 

IV. REQUEST FOR MARKET-BASED RATE APPROVAL FOR APSES 

The Commission traditionally has permitted an entity -- whether a public utility, an 

independent power producer, or a power marketer -- to engage in wholesale sales of power and 

energy at market-based rates if the entity can demonstrate that neither it nor any of its affiliates 

have market power in relevant markets for generation service and transmission service (or have 

adequately mitigated such market power) and that neither can erect barriers to entry. See., 

q, 68 FERC f 61,223, at 62,060 (1994) (“b-’). In 

evaluating requests for market-based rates, the Commission also considers whether there is any 

evidence of, or potential for, affiliate abuse or reciprocal dealing between the applicant and its 

affiliates. Id, As demonstrated in this application and its supporting materials, APSES satisfies 

the Commission’s criteria and should be granted authority to engage in wholesale power sales 

transactions at market-based rates, including sales of ancillary services into the California ISO. 

In addition to governing the market-based sales of power and energy, the Market Rate 

Tariff will permit APSES to reassign transmission capacity, transmission rights, and associated 

ancillary services acquired for its own use under open access transmission tariffs. The Market 
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Rate Tariff permits APSES to resell such capacity and rights at a price not higher than the 

highest of (1) the price APSES originally paid for the service, (2) the transmission provider’s 

maximum rate for the service on file at the time of the resale, or (3) APSES’ own opportunity 

costs capped at the applicable transmission provider’s cost of expansion at the time of the sale to 

the eligible customer.’ The resold service will be provided in accordance with the terms and 

conditions of service of the original transmission provider’s applicable open access transmission 

tariff. APSES’ proposed reassignment of transmission and associated ancillary services is 

wholly consistent with reassignment provisions the Commission previously has accepted. h, 

fa-, - , 8 5  FERC 7 61,344 (1998); m, 85 FERC 7 

6 1,290 (1 998); ,78 FERC 7 61,312 (1997). 

A. M~uWAMW 

With respect to its market power concerns, the Commission generally requires that an 

entity seeking authorization to transact at market-based rates (1) demonstrate that the entire 

output of its or any of its affiliates’ generating facilities is committed under long-term contracts, 

(2) demonstrate that the applicant or its affiliates already are authorized to sell power at market- 

based rates, or (3) submit a market analysis that indicates that neither the applicant nor its 

affiliates have generation dominance in the relevant markets. LG&E P o w d k & h g + k ,  68 

FERC 7 61,247, at 62,121 (1994). 

In this case, APSES has demonstrated that its affiliate, APS, is already authorized to sell 

at market-based rates. See ,79 FERC at 61,098-101. APSES relies 

on the market power study that its affiliate, APS, relied on in support of its market-based rate 

Y 
. 

APSES will not charge a rate based on its opportunity costs absent a separate filing under 
Section 205 of the Federal Power Act. 
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application, which FERC accepted. See., Alliant S e r v i r d h ,  85 FERC 7 61,344 (1 998) 

(finding no market power based on affiliates’ market study approved in earlier merger order); 

fi, 85 FERC 7 6 1,2 15 (1 998) (finding no market power based 

on affiliates’ market studies approved in earlier market-based rate application orders). Moreover, 

because APSES does not own or control any generating facilities, APSES has no market power 

in generation. As such, the Commission should reach the same conclusion here that it reached n 

. .  

ice Ca -- that APSES does not have generation market power. 

B. 

In order to ensure that applicants for market-based rate authority do not possess 

transmission market power, the Commission generally requires the applicant, or its affiliated 

public utility, to file or have on file open access transmission tariffs for the provision of 

comparable services. See., 9 ,77 FERC 7 61,021 

(1996). APS filed its open access tariff on July 9, 1996 (Docket No. OA96-153-000), and a 
’ 

revised open access tariff on July 12, 1996 (Docket No. ER96-2401-000). The Commission 

accepted the revised open access tariff for filing on September 9, 1996, effective on February 11, 

z997? 

APSES does not own any transmission facilities. Accordingly, the availability of open 

access transmission service over APS’ transmission facilities under the APS transmission tariff 

eliminates the potential for any exercise of transmission market power by APSES. 

21 In addition, on June 18,1999, the Commission issued a letter order accepting a Settlement 
governing APS’ transmission rates filed on October 10,1997, as amended October 24,1997, 
in Docket Nos. OA96- 1 5 3-000 and EW6-240 1-000. 
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C. 

In previous cases, the Commission has examined the possibility that an entity might be 

able to erect other baniers to entry as a possible ground for denying the authority to charge 

market-based rates. Heartland, 68 FERC at 62,062. Neither APSES nor APS are affiliated with 

any entities that could impose barriers to entry in the electric power generation business through 

their ownership or control of any resources or inputs that could be essential to market entry by 

competitors. 

D. 

In evaluating market-based rate applications of affiliated power marketers, the 

Commission also considers the potential for affiliate abuse and reciprocal dealing. The 

Commission has explained that affiliate abuse takes place when a public utility and an a.f'€iliated 

power marketer transact in ways that result in a transfer of benefits h r n  the public utility (and 

the ratepayers) to the power marketer (and the shareholders). Heartland 68 FERC at 62,062; 

T, 72 FERC 7 61,284 (1995). 

In this instance, APSES submits with this application a Code of Conduct govanhg its 

relationship with its public utility affiliate, APS. The Code of Conduct satisfies the 

Commission's information sharing and interaffiliate transaction pricing rules that protect against 

affiliate abuse. a, DukePower, 84 FERC 7 61,235 (1998). The Code of Conduct is 

attached as Exhibit B. For these reasons, no potential for affiliate abuse arises &om the grant of 

market-based rate authority to APSES. Id. 



D. 

Consistent with the Commission’s requirements, APSES commits that it will file 

quarterly transaction summaries and satisfy the Commission’s other standard reporting 

requirements for affiliated power marketers. Se;e 

(19993; 

service agreements for short-term transactions (one year or less) within 30 days of the date of 

commencement of service, to be followed by quarterly transaction summaries for specific sales. 

For long-term transactions (longer than one year), the actual service agreement for each 

transaction will be filed within 30 days after commencement of service. 

k, 87 FERC slip op. at 17. 

,87 FERC 7 61,214 

, 8  1 FERC 7 6 1,368 (1 997). Specifically, APSES will file umbrella 

APSES commits that it will file a revised market power analysis every three years. This 

9 69 commitment is consistent with Commission precedent. 

FERC 7 6 1,175 (1994) (as clarified in Engdbd Power M&&I@UL ,70  FERC 7 61,250 * 

( 1995)). 

V. REQUEST FOR EFFECTIVE DATE AND WAIVERS 

Consistent with the Commission’s decisions in previous power marketer cases, APSES 

respectfully requests the Commission to waive the following requirements of the Commission’s 

regulations: (1) waiver of accounting and reporting requirements under Parts 41,101, and 141 of 

the Commission’s regulations; (2) waiver of interlocking directorate filing requirements under 

Part 45 of the Commission’s regulations, or, alternatively, pennission to file abbreviated filings 

with respect to interlocking directorates under Part 45; and (3) waiver of the filing requkements 

of Subparts B and C of Part 35 of the Commission’s regulations, other than Sections 35.12(a), 

35.13@), 35.15, and 35.16. See., ’ 8 3  FERC 7 61,100 (1998). 
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Pursuant to Section 35.3(a) of the Commission’s regulations, APSES respectfblly requests that 

the Commission accept the Market Rate Tariff for filing and pennit it to become effective the 

earlier of either sixty days after the date of this filing or the date the Commission grants 

acceptance. 
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VII. CONCLUSION 

WHEREFORE, for the foregoing reasons, APSES requests the Commission to issue an 

order that grants: (1) authorization for APSES to engage in wholesale sales of electric power at 

market-based rates, including sales of ancillary services at market-based rates in the California 

market; (2) acceptance of the APSES Market Rate Tariff for filing effective sixty days after the 

filing of this application; (3) approval of the code of conduct governing APSES' relationship 

with APS; and (4) certain blanket authorizations; and ( 5 )  certain waivers of the Commission's 

regulations as stated herein. 

Respectfully submitted, 

Morgan, Lewis & Bo&us LLP 
1800 M Street, N. W. 
Washington, D.C. 20036 
Tel: (202) 467-7000 t 

Barbara Muller Champion, Senior Attorney 
Arizona Public Service Company 
P.O. Box 53999 
Mail Station 9820 
Phoenix, Arizona 85072-3999 
Phone: (602) 250-3547 

Attorneys for 
APS Energy Services Company, Inc. 

Dated: August 19, 1999 
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Exhibit A 

APS Energy Services Company, Inc. 

Market-Based Rate Tariff 



MARKET-BASED RATE TARIFF 

1. A W :  APS Energy Services Company. Inc. (“APSES”) makes electric capacity 
or energy available for sale for resale under this Rate Schedule to any 
purchaser. 

2. A p g h M i ~ :  This schedule is applicable to all sales of electric capacity or energy by 
APSES not otherwise subject to a particular rate schedule of APSES, but 
shall not apply to the sales of electric capacity or energy to, or the 
purchase of electric capacity or energy f?om Arizona Public Service 
Company (“APS”). 

This schedule also is applicable to the reassignment of transmission 
capacity, transmission rights and associated ancillary services, that APSES 
has acquired for its own use on the transmission systems of transmission 
providers. 

3. R&S: All sales of electric capacity or energy shall be made at rates established 
by agreement between the purchaser and APSES. 

4. 

All other terms and conditions shall be established by agreement between 
the purchaser and APSES. 

APSES will not sell electric capacity or energy to, or purchase electric 
capacity or energy f?om APS, absent a separate filing with FERC pursuant 
to Section 205 of the Federal Power Act. 

5 .  

This Rate Schedule shall be effective on the date established by FERC. 

6 .  

APSES may reassign transmission capacity, transmission rights, and 
associated ancillary services that it has reserved for its own use at a price 
not to exceed the highest of: (1) the original transmission rate paid by 
APSES; (2) the applicable transmission provider’s maximum stated firm 
transmission rate on file at the time of the transmission reassignment; or 
(3) APSES’S own opportunity costs, capped at the applicable transmission 
provider’s cost of expansion at the time of the sale to the eligible 

1 



customer. APSES will not recover opportunity costs in connection with 
reassignment without making a separate filing under Section 205. Except 
for the price, the terms and conditions under which the reassignment is 
made shall be under the terms and conditions governing the original grant 
by the transmission provider. Transmission and associated ancillary 
services may only be reassigned to a customer eligible to take service 
under the transmission provider’s open access transmission tariff or other 
transmission rate schedules. APSES will report the name of the assignee 
in its quarterly reports. 
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MARKET-BASED RATE TARIF” 

SERVICE AGREEMENT 

This Service Agreement, dated as of , is entered into by 
 an^. d w e e n  APS Energy Services Company, Inc. (“APSES? and 

Rate Tariff, FERC Electric Tariff No. 1. 

by APSES and the Customer in accordance with the terms and conditions of the Rate Schedule. 

be executed by their respective authorized officials as of the date first above written. 

(“Customer”), pursuant to APSES’S Market-Based 

Each transaction hereunder will be carried out under terms and conditions as agreed upon 

IN WITNESS WHEREOF, APSES and Customer have caused this Service Agreement to 

Customer APS Energy Services Company, Inc. 

Customer 

Signature of Representative Date Signature of Representative Date 

Name of Representative Name of Representative 

Title of Representative Title of Representative 



APS Energy Services Company, Inc. 

Code of Conduct 

Exhibit B 
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STATEMENT OF POLICY AND CODE OF CONDUCT WITH RESPECT TO 
THE RELATIONSHIP BETWEEN 

APS ENERGY SERVICES COIVIPANY, INC. AND 
ARIZONA PUBLIC SERVICE COMPANY 

The following Code of Conduct will govern the relationshp between (1) APS Energy 
Services Company, Inc. (“APSES”) and any other marketer affiliates that may be authorized by 
the Federal Energy Regulatory Commission to engage in sales for resale of energy and capacity 
at market-based rates (together with APSES, the “Marketing Affiliates”) and (2) Arizona Public 
Service Company (“APS”). 

of Pow= 

1. To the maximum extent practical, the employees of the Marketing Affiliates will 
operate separately from the employees of APS. 

2. All market information shared by APS with the Marketing Affiliates will be 
disclosed simultaneously to the public. This includes all market information, 
including but not limited to, any communication concerning power or 
transmission business, present or future, positive or negative, concrete or 
potential. Shared employees in a support role are not bound by this provision, but 
they may not serve as an improper conduit of information to non-support 
personnel. 

3. Sales of any non-power goods or services by APS, including sales made through 
affiliated EWGs or QFs, to the Marketing Affiliates will be at the higher of cost or 
market price. 

4. Sales of any non-power goods or services by the Marketing Affiliates to APS will 
not be at a price above market. 

1 



APS Energy Services Company, Inc. 

Notice of Filing 

Exhibit C 



UNITED STATES OF AMERICA 
. FEDERAL ENERGY REGULATORY COMMISSION 

1 
APS Energy Services Company, Inc. 1 Docket No. ER99- 

NOTICE OF FILING 
( ? 1999) 

Take notice that on , APS Energy Services Company, Inc. (“APSES”) filed 
an application for an order authorizing it to make wholesale sales of electric power at market-based 
rates and approving the Code of Conduct governing its relationship with its affiliated public utility. 

Any person desiring to be heard or to protest said filing should file a motion to intervene or 
protest with the Federal Energy Regulatory Commission, 888 First Street, N.E., Washington, D.C. 
20426, in accordance with Rules 2 1 1 and 2 14 of the Commission’s Rules of Practice and Procedures 
(18 C.F.R. 0 385.21 1 and 18 C.F.R. 0 385.214). All such motions or protests should be filed on or 
before , 1999. Protests will be considered by the Commission in 
determining the appropriate action to be taken, but will not serve to make protestants parties to the 
proceedings. Any person wishing to become a party must file a motion to intervene. Copies of this 
filing are on file with the Commission and are available for public inspection. This filing may also 
be viewed on the Internet at http://www.ferc.fed.us/online/rims.htm (call 202-208-2222 for 
assistance). 

David P. Boergers 
Secretary 

http://www.ferc.fed.us/online/rims.htm


CERTIFICATE OF SERVICE 

I hereby certify that I have this day served the foregoing document upon each person 

designated on the official service list compiled by the Secretary in this proceeding. Dated at 

- Washington, D.C., this 19th day of August, 1999. 

Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 
(202) 467-7622 

Attorney for 
APS Energy Services Company, Inc. 
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UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

Before Commissioners: James J .  Hoecker, Chairman; 
William L. hlassey. Linda Breathitt. 
and Curt Hebert. Jr. 

Pinnacle West Capital Corporation 
Arizona Public Service Company 
APS Energy Services Company, Inc. 

Docket No. ER00-2268-000 

ORDER CONDITIONALLY ACCEPTING FOR FILING PROPOSED MARKET- 
BASED RATE TARIFF AND CODE OF CONDUCT, AND 

REVISED MARKET-BASED RATE TARIFFS AND CODES OF CONDUCT 

(Issued June 20,2000) 

In this order, the Commission conditionally accepts for filing a proposed rnarket- 
based rate tariff and code of conduct by Pinnacle West Capital Corporation (Pinnacle), 
along with revised market-based rate tariffs and codes of conduct for two of Pinnacle's 
affiliates. 

BACKGROUND 

On April 2 1,2000, Pinnacle' filed an application, under section 205 of the 
Federal Power Act (FPA),2 seeking: (I) authority for Pinnacle to engage in wholesale 
sales of electric power at market-based rates, including market-based rate sales to its 
affiliates, and sales of ancillary services within the California Independent System 
Operator (California ISO) market; (2) authority for Pinnacle to reassign transmission 
capacity; (3) approval of revised market-based rate tariffs that would allow APS and 

'Pinnacle submitted the filing on its own behalf and on behalf of its affiliates APS 
and APS Energy Services Company (APSES). This order collectively refers to these 
three companies as the "Pinnacle West Companies." 

*16 U.S.C. 5 824d (1994). 

mbare oaw \ 
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Docket No. ER00-2268-000 -2- 

APSES to transact business with affiliates at market-based rates3 and (4) approval of a 
code of conduct for Pinnacle and proposed modifications to the codes of conduct of APS 
and APSES.4 

The Pinnacle West Companies note in their application that the Arizona 
Corporation Commission (Arizona Commission) is in the process of modifjing its rules 
on retail electric competition within Arizona to allow full retail choice. On October 6. 
1999, the Arizona Commission approved a settlement agreement between APS and 
several customer groups and consumer advocates resolving retail electric competition- 
related issues and approving unbundled tariffs. Pinnacle's application seeks authority to 
engage in wholesale power marketing activities at market-based rates. The Pinnacle 
West Companies also propose revisions to the market-based rate tariffs and codes of 
conduct of APS and APSES to permit them to engage in inter-affiliate transactions at 
market-based rates. 

Notice of the filing was published in the Federal Re ister, with comments, P; protests, and interventions due on or before May 12,2000. 

'Pinnacle is the parent corporation of both APS and APSES. APS is a public 
service corporation engaged in the business of generating, transmitting, and distributing 
electricity in all or part of eleven of Arizona's fifteen counties. The Commission granted 
APS market-based rate authority in Arizona Public Service Company, 79 FERC 61,022 
(1997). 

APSES is a retail marketer of electricity and energy-related services in Arizona 
and California. APSES also engages in wholesale marketing and brokering of electricity 
that it states is largely incidental to its retail function. The Commission granted APSES 
market-based rate authority in APS Energy Services Company, hc., 89 FERC fi 6 1,024 
(1 999). 

As discussed below, the Pinnacle West Companies propose to eliminate (or, in 4 

the case of Pinnacle, not include) the code of conduct provisions that require 
simultaneous disclosure to the public of all market information shared between APS and 
its affiliates. 

'65 Fed. Reg. 25,479 (2000). 
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Inteiventions and Protests 

The Arizona Commission filed a notice of intervention. Timely motions to 
intervene were filed by Arizona Power Authority (APA), Salt River Agricultural 
Improvement and Power District (Salt River), New West Energy Corporation (New 
West) ,  and Citizens Utilities Company (Citizens). Timely motions to intervene or 
protests were filed by Tucson Electric Power Company (Tucson) and jointly b a number 
of electrical and irrigation districts in the state of Arizona (Arizona Districts)?Late-filed 
motions to intervene were filed by Williams Energy Marketing & Trading Company 
(Williams Energy) and the Navajo Tribal Utility Authority (NTUA). 

APA states that 14 of its customers have power contracts with APS. Although 
APA does not formally protest Pinnacle's filing, its motion to intervene raises concerns 
about possible affiliate abuse and increased purchased power costs. Tucson argues that 
Pinnacle's application raises issues about market power and affiliate abuse. Arizona 
Districts raise similar concerns and also argue that Pinnacle's filing should be rejected 
because it fails to meet the Commission's filing requirements under section 205 of the 
FPA for sales to afiliates at market-based rates. 

On May 30, 2000, the Pinnacle West Companies filed a request for leave to file an 
answer and an answer to APA's motion to intervene and to the protests of Arizona 
Districts and Tucson. 

t 

DISCUSSION 

As a preliminary matter, the Arizona Commission's notice of intervention and the 
timely, unopposed motions to intervene of APA, Salt River, New West, Citizens, Tucson 
and Arizona Districts serve to make them parties to this proceeding. We will grant the 
late-filed motions to intervene of Williams Energy and NTUA, given the early stage of 
this proceeding and the absence of any undue prejudice or delay. & 18 C.F.R. 6 
385.214 (1999). While Rule 213(a)(2) of the Commission's Rules of Practice and 
Procedure (18 C.F.R. §385.213(a)(2) (1999)) generally prohibits the filing of an answer 

6Arizona Districts are comprised of Aguila Irrigation Disbict; Buckeye Water 
Conservation & Drainage District; Electrical District No. 1 of Pinal County; Electrical 
District No. 3 of Pinal County; Electrical District No. 6 of Phal County; Electrical 
District No. 7 of Maricopa County; Electrical District No. 8 of Maricopa County; 
Harquahala Valley Power District; Maricopa County Municipal Water Conservation 
District No. 1; McMullen Valley Water Conservation & Drainage District; Roosevelt 
Irrigation District; and Tonopah irrigation District. 

,: 
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to protests, we will accept the Pinnacle West Companies' answer in light of the 
representations made by the Pinnacle West Companies that assist in our understanding 
and resolution of the issues in this proceeding. 

I 

A. Market-Based Rates 

The Commission allows power sales at market-based rates if the seller and its 
affiliates do not have, or have adequately mitigated, market power in generation and 
transmission and cannot erect other barriers to entry. For an fi l iate of a transmission- 
owning public utility to demonstrate tho: absence or mitigation of market power, the 
public utility must have on file with the Commission an open access transmission tariff 
for the provrslon of comparable services. The Commission also considers whether there 
is evidence of affiliate abuse or reciprocal dealing.' 

As we explain below, we find that Pinnacle's proposed market-based rate tariff, 
with an exception discussed below, meets these standards. Accordingly, we will 
conditionally accept the proposed tariff for filing, without suspension or hearing, to 
become effective on June 20,2000,60 days after the date of filing. 

1. Generation Market Power 

Pinnacle does not own or control any generating facilities. Further, the 
Commission has recently evaluated the generation dominance of Pinnacle's affiliates in 
Docket No. EROO- 1875-000, and we are not aware of any material changes in 
circumstances that would require a new analysis.8 Thus, we find that Pinnacle meets the 
Commission's generation market power standard for approval of market-based rates. 

'&, Progress Power Marketing, hc., 76 FERC 61,155 at 61,919 (1996), 
order aDnrovinP settlement, 79 FERC fi 61,149 (1997); Northwest Power Marketing 
Company, L.L.C., 75 FERC fi 61,281 at 61,889 (1996); accord Heartland Energy 
Services, Inc. gt &, 68 FERC 3 61,223 at 62,060-063 (1994) (Heartland). 

80n March 14,2000, APS submitted an updated generation market study in 
Docket No. ER00-1875-000. This market study was accepted for filing by the Director, 
Division of Corporate Applications, Office of Markets, Tariffs, and Rates, acting under 
delegated authority, in an unpublished letter order issued on May 2,2000. 

http://rirnsweb
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2. Transmission Market Power 

When an affiliate of a transmission-owning public utility seeks authorization to 
charge market-based rates, the Commission has required rhe public utility to haw an 
open access transmission tariff on file before granting such authorization. Pinnacle does 
not own any transmission facilities. Its affiliate, APS, filed an open access transmission 
tariff with the Commission in Docket No. OA96-153-000, as amended in Docket No 
ER96-2401-000. Both filings were accepted by the Commission in a letter order dated 
June 18, 1999. Thus, we find that Pinnacle meets the Commission's transmission market 
power standard for approval of market-based rates. 

3. Other Bamers to Enbv/ReciDrocal Dealing 

Based on our review of the application, we are satisfied that there are no barriers 
to entry or reciprocal dealing considerations of concern here. 

4. Affiliate Abuse 

The Pinnacle West Companies propose to engage in affiliate transactions at 
market-based rates.' Pinnacle proposes not to include in its code of conduct provisions 
requiring that all market information shared among the affiliates be disclosed 
simultaneously to the public." In support of their proposal to make sales to &iliates, 
Pinnacle argues that there is no risk of harm to APS's retail or wholesale customers and, 
therefore, no potential for affiliate abuse. Pinnacle states that, in order to effectuate retail 
access, a substantial portion of APSIS retail customers have already been authorized to 
choose their generation providers and that APS's remaining retail customers have been 
provided rate reductions that will remain in effect until 2004, well after the anticipated 
full retail choice date of 2001.'' Pinnacle argues that the Commission has found that 

t 

91n this regard, APS and APSES propose to remove from their market-based rate 
tariffs the provision prohibiting affiliate sales absent a separate filing with the 
Commission under § 205 of the FPA. Pinnacle's proposed tariff does not include such a 
provision. 

' O M S  and APSES propose to remove a similar provision from their codes of 

"Based on a settlement agreement approved by the Arizona Commission, Pinnacle 
states that full retail choice is expected to be implemented in 2001. Pinnacle Application 

(continued ...) 

conduct. 

http://rimsweb


FERC RIMS DOC 2066101 http://rimsweb 1 .ferc.gov/rims.q?rp2-PrintNPicl 

Docket No. ER00-2268-000 -6- 

there is no potential for aMiliate abuse where a public utility's rerail customers have retail 
choice or are protected by a rate freeze. Therefore, Pinnacle states that APS's retail 
customers are protected fiom affiliate abuse concerns. 

In addition, Pinnacle proposes to mitigate any potential harm to wholesale 
customers by putting in place measures that will protect the customers from the improper 
pass-through of costs associated with affiliate transactions. In the case of wholesale 
customers whose contracts include a pricing provision based on APS's system incremental 
cost, Pinnacle proposes to cap the pass-through of costs to such wholesale customers at 
the lesser of APSIS system incremental costs (SIC) or prices calculated based on the Palo 
Verde Index. In the case of wholesale customers whose contracts contain a FAC, 
Pinnacle proposes to cap the pass-through of costs flowing through the FAC at the lesser 
of actual cost or historical cost based on an average of 1998 and 1999 fuel and eligible 
purchased power costs for the relevant monthly period. 

Tucson requests that the Commission impose adequate safeguards to ensure that 
APS's sales to its affiliates are priced no lower than the higher of APS's costs or the 
relevant market price. Tucson also opposes Pinnacle West Companies' request for a 
waiver of certain of the Commission's code of conduct restrictions. 

Tucson suggests that the Commission should impose the same safeguards (i.e.. a t 

price floor on sales from a traditional public utility to its affiliated marketers) that the 
Commission adopted in Detroit Edison C O ~ D ~ Y ,  &, 80 FERC 7 61,348 at 62,197-98 
(1997) (Detroit Edison). Tucson argues that it is not aware of any previous Commission 
case that granted market-based rate approval and a blanket waiver of the prohibition 
against sales from a traditional utility to its affiliated marketers unless that approval was 
conditioned on a Detroit Edison price floor. Tucson notes that Pinnacle West Companies 
cite Green Power Partners I. LLC, et al., 88 FERC 761,005 (1999) (Green Power 
Partners) for the proposition that codes of conduct may be waived in situations where 
traditional public utilities lack captive ratepayers. However, Tucson argues that, in 
Green Power Partners, the Commission granted waiver of the affiliate sales restrictions 
for sales fiom a power marketer to a traditional public utility, not for sales from the 
traditional public utility to affiliated marketers (which is part of the Pinnacle West 
Companies' proposals). Tucson further argues that, although the Commission has 
granted some code of conduct waivers in cases where there are no captive ratepayers or 
where captive ratepayers were held harmless, the Commission has never granted a 

"(...continued) 
at 12 & 11.29. 
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blanket waiver of the Detroit Edison standard for sales from traditional utilities to 
affiliated power marketers without imposing some type of pricing floor. 

APA argues that, if Pinnacle is granted market-based rate authority for affiliate 
sales, APA's customers may suffer a rate increase as a result of the pass-through of 
increased purchase power costs. Further, APA argues that granting Pinnacle authority to 
share market information with its affiliates without simultaneous disclosure to the public 
could directly affect the market for wholesale power in Arizona. 

Arizona Districts request that the Commission require Pinnacle to revise its code 
of conduct to require that all market information shared by APS with Pinnacle must 
simultaneously be disclosed to the public. Arizona Districts similarly ask the 
Commission to deny the proposed modification to the codes of conduct of APS and 
APSES to delete the information sharing requirement. Arizona Districts argue that this 
requirement is a valid and essential safeguard to prevent self-dealing and affiliate abuse. 

Arizona Districts also argue that the Pinnacle West Companies have failed to 
explain why the Commission should allow them to make affiliate sales without making a 
separate section 205 filing. Arizona Districts warn that granting this request would have 
implications not merely for the instant filin but also for potential future transactions and 
affiliates not revealed in the instant filing. I f  \ 

Commission Conclusion 

As the Commission has explained in previous cases, there is a concern whenever a 
traditional public utility can transact with an filiated power marketer in such a way as 
to transfer benefits from a power sale from the public utility's captive ratepayers to the 
shareh01ders.l~ This can occur if the public utility can sell power to its affiliated power 
marketer at below-market prices or if the power marketing affiliate can sell power to the 
public utility at a price above the prevailing market price. 

"Arizona Districts' Protest at 8 & n.4 (citing Pinnacle Application at 3-4, which 
describes Pinnacle West Energy Corporation, a recently formed company, that Pinnacle 
states will be engaged in the business of owning and operating exempt wholesale 
generating facilities). 

Detroit Edison, 80 FERC at 62,197. 
"See GPU Advanced Resources, Inc., 81 FERC fi 61,335 at 62,539 (1997) (a); 
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In the instant filing, there will be affiliate sales: (1) fiom the traditional public 
utility (APS) to the power marketers (APSES and Pinnacle); and (2) from the power 
marketers to the traditional public utility. Thus, the Commission must ensure that the 
sale prices art: not 100 low. nor too high," because, in either of these instances, the 
costs would be absorbed by captive ratepayers. 

14 

Pinnacle suggests that there is no potential for affiliate abuse in any event because 
APS's retail customers are protected by a rate reduction and freeze and/or their abilities to 
choose their electric suppliers and because the Pinnacle West Companies' mitigation 
proposals protect APS's wholesale customers against cost shifting. 

\Yilh regard to M S ' s  retail customers, Pinnacle states that a substantial portion of 
APS's retail customers are already authorized to choose their generation provider and that 
those customers not already authorized to make this choice will: (1) be eligible to make 
this choice beginning on January 1,2001; and (2) are provided with a retail rate 
reduction until 2004. Pinnacle further states that, although APS has a right to propose 
rate changes for emergencies, retail rates are fiozen at reduced levels "for all practical 
purposes.'116 

While APS has the right to propose retail rate changes in emergencies, APS has 
committed to notify the Commission if it ever makes a filing with the Arizona 
Commission invoking this right." Moreover, if such a situation arises, we reserve the 
right to take additional steps in order to protect ratepayers. 

t 

As to APS's captive wholesale customers, Pinnacle proposes to protect these 
customers fiom potential affiliate abuse by: (1) for customers with pricing provisions 
based on the SIC, capping the SIC component at prices set by a competitive regional 
market hub (& the Palo Verde Index); and (2) for wholesale customers with a FAC, 
limiting the pass-through of costs flowing through the wholesale FAC to the lesser of 
actual costs or a historical average. We find Pinnacle's proposal to cap SIC prices at 
levels based on the Palo Verde Index a reasonable means to avoid potential affiliate 

14See - Detroit Edison, 80 FERC at 61,348. 

"See - -¶ GPU 81 FERC at 62,539. See also First Energy Trading & Power 

'6PinnacIe Application at 12. 

Marketing, Inc., 84 FERC 7 61,214 at 62,037 (1998) (First Energy). 

17Pinnacle Application at n.30. 
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abuse.'* As is the general practice in the industry, these rates are used to price 
coordination transactions that occur on an as-available basis when both parties can agree 
on a price that satisfies their own economic interests. 

While we are satisfied by Pinnacle's proposal based on the Palo Verde Index 
(because the Palo Verde Index is an open, rransparent. well-recognized index of marker 
prices in the Palo Verde region and because Pinnacle does not control prices under the 
Palo Verde Index), we still have concerns about the proposed safeguards for Pinnacle's 
FAC customers. 

APS proposes to limit fuel costs under the FAC to the lesser of historical costs or 
actual costs, in lieu of requiring the affiliates to continue to abide by the Commission's 
rules on affiliate abuse, Compliance with the Commission's rules on affiliate abuse, 
however, could result in FAC costs that are lower than historical costs or actual costs. 
For example, our code of conduct is designed to prevent the traditional utility fiom 
diverting transactions that are beneficial to ratepayers to its affiliate for the benefit of 
shareholders. Such transactions could reduce fuel and purchased power costs below 
historic levels and such reductions would be lost under Pinnacle's proposed FAC cap. 

Based on this concern, we encourage Pinnacle to explore with its FAC customers 
other options to prevent potential aEliate abuse, including revisions to the FAC or the 
use of another rate recovery method, in lieu of the FAC, for these customers. In this 
regard, the parties may wish to avail themselves of the Commission's Alternate Dispute 
Resolution (ADR) procedures, including procedures facilitated by ow Dispute Resolution 
Service, although we will not mandate that this approach be used. If Pinnacle follows 
th is  approach, it must submit a compliance filing on its rates for its FAC customers. This 
proposal should incorporate any agreement it reaches with its customers on this issue or, 
baning agreement, Pinnacle may propose other methods to protect these customers fiom 
affiliate abuse. 

Alternatively, Pinnacle must abide by the pricing and other safeguards established 
in Detroit Edison and Gpu. If Pinnacle chooses this approach, it must: (1) not@ the 
Commission of its selection within 15 days of the date of issuance of this order; and (2) 

'8The four rate schedules affected are: APSs cost-based coordination sales tariff 
(under which approximately 30 customers are currently served) and bilateral agreements 
with three customers (Citizens Utility Company, Colorado River Commission of Nevada, 
and Tohono Oodham Utility Authority). None of these customers have objected to 
Pinnacle's proposal. 
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file revised market-based rate tariffs reflecting the Detroit Edison and rn safeguards 
within 30 days of the date of issuance of this order. 

We find Arizona Districts' argument that the Pinnacle West Companies seek "a 
blanket authorization for inter-affiliate transactions without separate Section 205 filings" 
to be mi~placed.'~ The application in this proceeding (seeking authority to engage in 
affiliate sales at market-based rates) constitutes the separate filing under section 205 that 
is required by the Commission.*' 

Moreover, in response to Arizona Districts' concern that the instant filing seeks 
blanket authority for affiliate sales with affiliates not yet in existence, the Pinnacle West 
Companies represent in their answer that they intend to make a separate filing or filings 
with the Commission to seek authority to engage in inter-affiliate transactions at market- 
based rates with Pinnacle West Energy Corporation once that entity is functioning.2' 

5.  Ancillary Services 

Pinnacle requests authority to engage in the sale of certain ancillary services at 
market-based rates into the California IS0 market." Arizona Districts argue that the 
Pinnacle West Companies must fvst receive authority to make sales at market-based rates 
before selling ancillary services. Arizona Districts also argue that a market power study 
is required before sales of ancillary services at market-based rates can be made. 

, 

"Arizona Districts Protest at 5.  

"Arizona Districts' nmow interpretation of that requirement as applying for each 
inter-affiliate transaction only "with respect to a specific power sales agreement filed 
under a section 205 application between affiliates" (id. at 9) is in error. 

21Pinnacle West Companies' Answer at I 5 .  

'*Pinnacle requests authority to provide the following ancillary services into the 
California IS0 at market-based rates: Regulation and Frequency Response Service, 
Energy Imbalance Service, Operating Reserve - Spinning Reserve Service, and Operating 
Reserve - Supplemental Reserve Service. & Pinnacle Application, Exhibit B (Proposed 
APS Market-Based Tariff at p.2). 

http://rimsweb


FERC RIMS DOC 2066101 http://rimsweb 1 .ferc.gov/rims.q?rp2-PrintNPick 

e 
Docket No. ER00-2268-000 - 1  1- 

We will grant Pinnacle's request to make sales of ancillary services into the 
Califoniia IS0 market.23 In addition, we note that, notwithstanding Arizona Districts' 
argument, the Commission allows an entity to request authority to make sales of ancillary 
senices at market-based rates at the same time that it seeks market-based rate authority 
for sales of capacity and energy. 

In addition, we will reject as misplaced Arizona Districts' argument that a market 
power study is required before Pinnacle makes sales of ancillary services at market-based 
rates, as proposed in its application. There is no requirement for such market studies 
because the Commission has already authorized sales into the California IS0 by all 
market-based rate sellers. 

6. Reassiment of Transmission Capacity 

Pinnacle states that, consistent with the conditions established by the Commission 
for reassignment of transmission ~apacity,'~ it will reassign transmission capacity at a 
price not to exceed the highest of: (1) the original rate paid by Pinnacle; (2) the 
applicable transmission provider's maximum rate on file at the Lime of the sale to the 
eligible customer; or (3) Phacle's own opportunity costs, capped at the appticable 
transmission provider's cost of expansion at the time of the Pinnacle sale to the eligible 
customer. Pinnacle's proposed tariff states that Pinnacle will not recover opportunity 
costs without making a separate filing under section 205 of the FPA. Finally, Pinnacle's 
tariff states that, when Pinnacle reassigns capacity that it has acquired for its own use on 
the transmission provider's open access system, all non-rate terms and conditions of the 
applicable tariff that otherwise would apply to a direct sale of transmission service (such 
as posting of discounts and disclosure of information) will continue to apply. We find 
Pinnacle's request to be consistent with our requirements applicable to the reassignment 
of transmission capacity and we accept Pinnacle's proposal. 

B. Waivers. Authorizations and ReDortine. ReauirementS 

Pinnacle requests the following waivers and authorizations: (1) waiver of the 
accounting and related reporting requirements of Parts 41, 101 and 14 1 of the 

'%ee AES Redondo Beach, L.L.C., al,, 85 FERC fi 61,123 (1998), order on 
&, 8 7 E R C  7 6 1,208 (1  999). 

24See Order No. 888, FERC Stats. & Regs. at 3 1,694-97; Order No. 8 8 8 4 ,  FERC 
Stats. & Regs. at 30,219-25; Commonwealth Edison Company, 78 FERC fi 61,3 12 at 
62,335-36 (1997). 
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Commission's regulations; (2) permission to make abbreviated filings with respect to 
interlocking directorates under Part 45; (3) waiver of the requirements of Subparts B and 
C of Part 35, except sections 35.12(a), 35.13(b), 35.15 and 35.16; and (4) blanket 
approval of issuances of securities or assumptions of liabilities pursuant to Part 34 of the 
Commission's regulations. We will grant the requested waivers and authorizations 
consistcnt u ith thojr granted to other entities with market-based rate authorization. 

Consistent with procedures we have adopted in other cases, Pinnacle may file 
umbrella service agreements for short-term power sales (one year or less) within 30 days 
of the date of commencement of short-term service, to be followed by quarterly 
transaction summaries of specific sales. For long-term transactions (longer than one 
year). Pinnacle must submit the actual individual service agreement for each transaction 
within 30 days of the date of commencement of service.*' Pinnacle commits to make 
such filings in its application.26 

Additionally, we will direct Pinnacle to inform the Commission promptly of any 
change in status that would reflect a departure fi.om the characteristics the Commission 
has relied upon in approving market-based pricing. These characteristics include, but are 
not limited to: (1) ownership of generating or transmission facilities or inputs to electric 
power production other than fuel supplies; (2) affiliation with any entity not disclosed in 
the filing that owns generation or transmission facilities or inputs to electric power 
production; or (3) affiliation with any entity that has a franchised service area.27 

"On May 27, 1999, the Cornmission issued an order in which it modified the 
reporting requirements for long-term transactions applicable to public utilities without 
ownership or control over generation or transmission facilities that are authorized to sell 
power at market-based rates (power marketers). Southern Company Services, et al.. 87 
FERC fi 6 I ,2 14 (1999), reh'p uending (Southern). Specifically, with respect to any long- 
term transaction agreed to by a power marketer after 30 days ffom the date of issuance of 
a final order in the Southern case, the power marketer must file a service agreement with 
the Commission within 30 days after service commences, rather than reporting 
transactions thereunder in its quarterly transaction summaries. 

See Pinnacle Application at 18. 26 - 
27See. e.&, Morgan Stanley, 69 FERC 161,696 (1994). order on reh'g, 72 FERC fi 

61,082 (1995); InterCoast Power Marketing Company, 68 FERC 1 61,248 at 62,134, 
clarified, 68 FERC 7 61,324 (1994). 
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Alternatively, Pinnacle may elect to report such changes in the updated market analysis i t  
will be required to file every three years.” 

Effective Date I 
We will conditionally accept for filing, the proposed rnarket-based rate tariff and 

code of conduct of Pinnacle and the updated market-based rate tariffs and codes of 
conduct of APS and APSES, to become effective on June 20, 2000. 

The Commission orders: 

(A) Pinnacle’s filings on behalf of Pinnacle West Companies are hereby 
conditionally accepted for filing, as discussed in the body of this order, to become 
effective on June 20,2000. 

(B) Pinnacle is hereby directed to file a compliance filing consistent with the 
discussion in the body of this order within 30 days of the date of this order. 

(C) Pinnacle’s request for waiver of Parts 41, 101 and 141 of the Commission’s 
regulations is hereby granted, as discussed in the body of this order. 

(D) Within 30 days of the date of issuance of this order, any person desiring to be 
heard or to protest the Commission’s blanket approval of issuances of securities or 
assumptions of liabilities by Pinnacle should file a motion to intervene or protest with the 
Federal Energy Regulatory Commission, 888 First Street, NE, Washington, D.C. 20426, 
in accordance with Rules 21 1 and 214 of the Commission’s Rules of Practice and 
Procedure, 18 C.F.R. $5 385.211 and 385.214. 

(E) Absent a request to be heard within the period set forth in Ordering Paragraph 
D above, Pinnacle is hereby authorized to issue securities and assume obligations or 
liabilities as guarantor, indorser, surety, or otherwise in respect of any security of another 
person; provided that such issue or assumption is for some lawful object within the 
corporate purposes of Pinnacle, compatible with the public interest, and reasonably 
necessary or appropriate for such purposes. 

(F) Until further order of this Cormhion, the full requirements of Part 45 of the 
Commission’s regulations, except as noted below, are hereby waived with respect to any 
person now holding or who may hold an otherwise proscribed interlocking directorate 

28We reserve the right to require such an analysis at any time. 
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involving Pinnacle. Any such person instead shall file a sworn application providing the 
following information: 

(1) full name and business address; and 

(2) all jurisdictional interlocks, identifying the affected companies and 
the positions held by that person. 

(G) The Commission reserves the right to modify this order to require a further 
showing that neither the public nor private interests will be adversely affected by 
continued Commission approval of Pinnacle's issuances of securities or assumptions of 
liabilities, or by the continued holding of any affected interlocks. 

(H) Pinnacle's request for waiver of the provisions of Subparts B and C of Part 35 
of the Commission's regulations, is hereby granted, with the exception of sections 
35.12(a), 35.13(b), 35.15 and 35.16. 

(I) Pinnacle may file umbrella service agreements for short-term power sales (one 
year or less) within 30 days of the date of commencement of short-term service, to be 
followed by quarterly transaction summaries of specific sales (including risk management 
transactions if they result in actual delivery of electricity). For long-term transactions 
(longer than one year), Pinnacle must submit the actual individual service agreement for 
each transaction within 30 days of the date of commencement of service. 

(J) Pinnacle is hereby directed to file an updated market analysis within three 
years of the date of this order and every three years thereafter. 

(K) Pinnacle is hereby directed to inform the Commission of any change in status 
that would reflect a departure from the characteristics the Commission has relied upon in 
approving market-based pricing. 

(L) Pinnacle, APS, and APSE are hereby informed of the rate schedule 
designations found in Attachment A. 

By the Commission. 

( S E A L )  

LLbqrb+ 
David P. Boerg rs, 

Secretary. 
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UNITED STATES 
BEFORE 

FEDERAL ENERGY REGULATORY COMMISSION 

Pinnacle West Capital Corporation Docket No. EROO-- 
1 

Arizona Public Service Company 1 

APS Energy Services Company, Inc. Docket No. ER99-4122-000 

LE WEST CAPITAL 

ARIZONA PUBLIC 
COMPANY FO 

CHEDULES AND S 

Pursuant to Section 205 of the Federal Power Act, 16 U.S.C. 6 824d, and Rule 

205 of the Rules of Practice and Procedure of the Federal Energy Regulatory 

Commission (“FERC” or the “Commission”), 18 C.F.R. 6 385.205 (1999), Pinnacle West 

Capital Corporation (“P WCC”) submits for filing this application for authorization to 

engage in wholesale power sales at market-determined prices. PWCC requests that the 

Commission accept its Market-Based Rate Tariff (the “Market Rate Tariff ’) for 

wholesale sales of energy and capacity, market-rate sales of ancillary services within the 

California Independent System Operator (“ISO’) market, and the reassignment of 

transmission capacity. 

PWCC also joins with its affiliates, Arizona Public Service Company (“APS”) 

and APS Energy Services Company, Inc. (“APSES”) (collectively, the “Pinnacle West 

Companies”) in requesting that the Commission permit the Pinnacle West Companies to 

engage in inter-affiliate transactions at market-based rates and that the Commission find 

that, in view of the circumstances presented and commitments proposed herein, 

modifications to their wholesale codes of conduct are warranted. Specifically, retail 



customers are protected from potential affiliate abuse through retail rate reduction 

obligations that AF5 has entered into with the Arizona Corporation Commission and/or 

the ability of such customers to choose their electric supplier. With regard to the limited 

number of wholesale customers potentially affected by transactions between and among 

the Pinnacle West Companies, the Pinnacle West Companies have fashioned additional 

commitments that will protect any such customer from potentially abusive inter-affiliate 

transactions. The proposed commitments, explained in more detail below, effectively cap 

relevant energy price components based upon competitive regional hub prices or, where 

applicable, upon historical fuel clause calculations. 

PWCC also requests the Commission to grant standard waivers of certain of its 

regulations and to grant blanket authorizations of other actions under the Commission‘s 

regulations, in accordance with its policies with regard to entities engaged in power 

marketing activities. 

Pursuant to 0 35.3(a) of the Commission’s regulations, PWCC requests an 

effective date for its Market-Based Rate Tariff of 60 days after the date of this filing, or 

the date on which the Commission issues an order approving the Tariff, whichever is 

earlier. APS and APSES request the same effective date for conforming modifications to 

their tariffs and codes of conduct. 

1. BACKGROUND AND DESCRIPTION OF THE PARTIES 

In this petition PWCC seeks authorization to engage in wholesale power 

marketing activities at negotiated market-based rates under the proposed Market-Based 

Rate Tariff. PWCC is an Arizona corporation whose principal place of business is 

located at 400 North 5th Street, Phoenix, Arizona. PWCC is a holding company that is 

exempt from registration under the Public Utility Holding Company Act of 1935, in 

accordance with Securities and Exchange Commission (“SEC”) Rule 2(a)( 1 ).’ PWCC 

’ 17 C.F.R. 4 250.2 (1 999); see SEC File No. 69-306. 

2 



owns APS, a public service corporation organized under the laws of the State of Arizona, 

which is engaged in the business of generating, transmitting and distributing electricity in 

all or part of eleven of Arizona’s fifteen counties. APS is authorized to sell wholesale 

power and energy at market-based rates2 In its order granting market-based rate 

authority to APS, the Commission found that APS does not possess market power.3 

PWCC is also the parent of APSES, a retail marketer of electricity and energy- 

related services to customers in Arizona and California. APSES also engages in 

wholesale marketing and brokering of electricity that is largely incidental to its retail 

function. In a Letter Order dated October 13, 1999,4 the Acting Secretary of the 

Commission, pursuant to delegated authority, accepted APSES’S market-based rate 

schedule for filing. In doing so, the Secretary implicitly reaffirmed the Commission’s 

earlier determination that APS and its affiliates do not possess market power in the 

relevant generation or transmission markets. Due to the creation of APSES, both APS 

and APSES submitted wholesale codes of conduct in accordance with Commission’ 

requirements. 

At present, PWCC has no other electric utility subsidiaries (as the term “electric 

utility” is defined in Section 3(22) of the Federal Power Act’); however, PWCC owns 

Pinnacle West Energy Corporation (“PWEC”), a recently formed company to be engaged 

in the business of owning and operating exempt wholesale generating facilities. PWEC is 

currently engaged in developing and/or acquiring generation facilities in Arizona and 

elsewhere. It currently has no operating generating facilities and has no facilities subject 

’ Arizona Public Service Co., 79 FERC 7 61,022 (1997). APS recently filed an updated 
market analysis in connection with its market-based rates. Arizona Public Service 
Company, Docket No. ER00-1875-000 (March 14,2000). 

79 FERC at 61,098-99. 

Reported at 89 FERC 7 6  1,024. 

16 U.S.C. 9 796(22). 
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Additionally, PWCC has formed PWEC, which has filed for and obtained Certificates of 

Environmental Compatibility with the Arizona Power Plant and Transmission Line Siting 

Committee for two planned power plant projects. 

Pursuant to the ACC approved settlement Agreement, APS is required to divest 

generation assets by December 31, 2002." It is anticipated that APS will divest its 

generation to PWEC. At that time, APS will become primarily a wires company. 

In order to realize the full benefits of retail electric restructuring, as anticipated in 

the Arizona rules and the Agreement,12 the competitive wholesale marketing and trading 

functions of APS will also be transferred to an affiliate of APS. The planned transfer of 

those functions to PWCC prompts the instant filing. 

Finally, the Settlement Agreement also provides for an ACC Code of Conduct to 

govern the relationship between APS and APSES. This detailed and comprehensive 

retail code of conduct was recently approved by the ACC.I3 

11. COMMUNICATIONS 

The Pinnacle West Companies respectfully request that service of pleadings and 

deliveries of communications and correspondence concerning this matter be directed to 

the following: 

I '  See ACC approved Settlement Agreement, 5 4.1. 
'' See, e.g., ACC Rule R14-2-1615, titled "Separation of Monopoly and Competitive 

Services;" ACC approved Settlement Agreement, 5 4.2. 

Decision No. 61973. 
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David A. Hansen, Director 
Bulk Power Marketing and Trading 

400 North 5th Street 
Mail Station 9842 
Phoenix, Arizona 85004 
Phone: (602) 250-2327 

Barbara Muller Champion 
Senior Attorney 
Pinnacle West Capital Corporation 
400 North 5th Street 
Mail Station 8695 
Phoenix, Arizona 85004 
Phone: (602) 250-3547 

Iic Service Company 

Joel R. Spitzkoff 
Manager of Federal Regulation 
Arizona Public Service Company 
400 North 5th Street 
Mail Station 9905 Suite 750 
Phoenix, Arizona 85004 
Phone: (602) 250-2949 

Vicki G. Sandler 
Vice President 
APS Energy Services Company, Inc. 
400 East Van Buren Street 

Phoenix, Arizona 85004 
Phone: (602) 744-5045 

John D. McGrane 
Mary Ann K. Huntington 
Alex M. Schnell 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 
Phone: (202) 467-7621 

Applicants request that the above-listed individuals be placed on the official 

service list compiled for this proceeding. 

111. LIST OF MATERIALS SUBMITTED WITH THIS FILING 

This filing contains the following materials: 

1. Exhibit A - PWCC’s Market-Rate Tariff, including a form of service 
agreement and a Code of Conduct; 

2. Exhibit B - conformed copy and redlined copy of APS’s Market-Based 
Rate Tariff and modified Code of Conduct, indicating proposed changes; 

3. Exhibit C - conformed copy and redlined copy of APSES’S Market-Based 
Rate Tariff and modified Code of Conduct, indicating proposed changes; 

4. Exhibit D - conformed and rediined copies of the proposed supplements to 
APS’s wholesale contracts, tariffs and rate schedules that include system 
incremental cost (“SIC”) provisions; attached to each supplement is a table 
with a sample derivation of the Palo Verde Shaped Index; 
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associated ancillary services acquired for its own use under open access transmission 

tariffs. The Market Rate Tariff permits PWCC to resell such capacity and rights at a 

price not higher than the highest of (1) the price PWCC originally paid for the service, (2) 

the transmission provider’s maximum rate for the service on file at the time of the resale, 

or (3) PWCC’s own opportunity costs capped at the applicable transmission provider’s 

cost of expansion at the time of the sale to the eligible customer.” The resold service will 

be provided in accordance with the terms and conditions of service of the original 

transmission provider’s applicable open access transmission tariff. PWCC’s proposed 

reassignment of transmission and associated ancillary services is wholly consistent with 

reassignment provisions the Commission previously has accepted.” 

A. Market Power 

With respect to its market power concerns, the Commission enerally requires 

that an entity seeking authorization to transact at market-based rates (1) demonstrate that 

the entire output of its or any of its affiliates’ generating facilities is committed under 

long-term contracts, (2) demonstrate that the applicant or its affiliates already are 

authorized to sell power at market-based rates, or (3) submit a market analysis that 

indicates that neither the applicant nor its affiliates have generation dominance in the 

relevant markets.” 

PWCC will not charge a rate based on its opportunity costs absent a separate filing under 
Section 205 of the Federal Power Act. 

See, e.g., Alliant Services Company, 85 FERC 8 61,344 (1998); Select Energy, Znc., 85 
FERC 7 61,290 (1998); Commonwealth Edison Co., 78 FERC 1 61,3 12 (1997). 

L G d E  Power Marketing, Znc., 68 FERC 7 6 1,247, at 62,12 1 ( 1994). 

17 
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a PWCC’s affiliates APS and APSES are already authorized to sell power at 

market-based rates.” PWCC relies on the market power study that its affiliates relied 

upon in support of their market-based rate applications, consistent with FERC 

precedent.*’ Moreover, because PWCC does not directly own or control any generating 

facilities (other than its ultimate ownership of APS), PWCC has no market power in 

generation. As such, the Commission should reach the same conclusion here that it 

reached in Arizona Public Service Co. -- that PWCC does not have generation market 

power.22 

B. Transmission Market Power 

In order to ensure that applicants for market-based rate authority do not possess 

transmission market power, the Commission generally requires the applicant, or its 

affiliated public utility, to file or have on file open access transmission tariffs for the 

provision of comparable services.23 APS filed its open access tariff on July 9, 1996 

(Docket No. OA96-153-OOO), and a revised open access tariff on July 12, 1996 (Docket 

No. ER96-2401-000). The Commission consolidated the two dockets and, on June 18, 

2o See Arizona Public Service Co., 79 FERC at 61,098-101; APS Energy Services, Letter 
Order, 89 FERC 7 6 1,024. 

See, e.g., Alliant Services Co., 85 FERC 1 61,344 (finding no market power based on 
affiliates’ market study approved in earlier merger order); Louisville Gus and Electric Co., 
et ul., 85 FERC 7 61,215 (1998) (finding no market power based on affiliates’ market 
studies approved in earlier market-based rate application orders). 

22 As explained in footnote 2, above, APS recently filed an update to its market power study. 
See Arizona Public Service Co., Docket No. ER00-1875-000. 

23 See, e.g., Southern Indiana Gas & Electric Company, 77 FERC 7 61,021 (1996). 
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1999, issued a letter order accepting a settlement governing APS's transmission rates in 

the consolidated dockets. 

PWCC does not own any transmission facilities (other than through its ownership 

of APS). Accordingly, the availability of open access transmission service over APS's 

transmission facilities under the APS transmission tariff eliminates the potential for any 

exercise of transmission market power by PWCC. 

C. Barriers to Entry 

In previous cases, the Commission has examined the possibility that an entity 

might be able to erect other barriers to entry as a possible ground for denying the 

authority to charge market-based rates.2d PWCC, APS and APSES are not affiliated with 

entities that could impose barriers to entry in the electric power generation business 

through their ownership or control of any resources or inputs that could be essential to 

market entry by competitors. 

D. 

In evaluating market-based rate applications of affiliated power marketers, the 

Commission considers the potential for affiliate abuse and reciprocal dealing. The 

Commission has explained that affiliate abuse takes place when a public utility and an 

affiliated power marketer transact in ways that result in a transfer of benefits from the 

public utility (and the ratepayers) to the power marketer (and the  shareholder^).^' Here, 

due to the restructuring of the Arizona retail market and the commitments made with 

Affiliate Abuse and Reciprocal Dealing 

" 

'' 
Heartland, 68 FERC at 62,062. 

Id.; Wholesale Power Services, Inc., 72 FERC fi 6 1,284 (1 995). 
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, 

respect to ApS’s  wholesale customers, there is no potential for affiliate abuse. 

Accordingly, the Commission should permit the Pinnacle West Companies to engage in 

transactions at negotiated market-based prices with each other and modify certain 

requirements of the codes of conduct governing relations between the Pinnacle West 

Companies. 

The Pinnacle West Companies do not seek to eliminate all the code of conduct 

requirements. Although, as demonstrated below, there is no risk to APS’s customers 

from inter-affiliate transactions and relationships under the circumstances presented (and 

therefore no need for any code of conduct limitations), the Pinnacle West Companies do 

not propose to modify or eliminate at this time the code of conduct provisions which 

ensure that transactions among the affiliates are properly accounted for. The Pinnacle 

West Companies only seek to eliminate those wholesale code of conduct provisions that 

limit or condition the transfer of information among the Pinnacle West Companies. The 

proposed PWCC code of conduct and the modified codes of conduct for APS and APSES 

are attached as part of Exhibits A - C .  The Pinnacle West Companies note that the ACC 

code of conduct will also continue to govern relationships between APS and APSES. 

As detailed below, there is no risk of harm to APS’s retail or wholesale customers 

from the proposed changes to the codes of conduct. APS’s wholesale customers are 

protected by putting in place measures that will prevent any potentially inappropriate 

costs associated with affiliated transactions from being passed through to these 

customers. Under the Arizona restructuring and the Settlement Agreement, APS’s retail 



customers are protected by what is in essence a rate reduction and freeze and/or their 

ability to choose their electric supplier.26 

1. APS’s Retail Customers are Protected. 

In Enron Energy Services Power, Inc., the Commission held that where a public 

utility’s retail customers have a choice of alternative suppliers, there is no potential for 

affiliate abuse?’ Retail restructuring is in the process of being implemented in Arizona, 

and a substantial portion of APS’s retail customers are already authorized to choose their 

generation provider.28 APS’s retail customers that are not already entitled to choose their 

electric service provider are provided rate reductions that will remain in effect until 2004, 

well after full retail choice is implemented in 2001.29 Although APS has a right to 

propose rate changes for emergencies or specified extraordinary events during this period, 

for all practical purposes retail rates are frozen at the reduced levels.30 The Commission 

has recognized that affiliate transactions cannot harm customers protected by a rate 

26 See AmerGen Energy Co., L.L.C., 90 FERC 1 61,080 (2000) (ratepayers who have retail 
choice or are protected by a rate freeze are not captive customers); Green Power Partners t 
LLC, et al., 88 FERC 7 61,005 (1999) (waiving code of conduct requirement for UGI 
Development Co. because UGI does not have captive customers); Enron Energy Services 
Power, Inc., 81 FERC 161,267 (1997) (“we will not accept PECO’s request that we treat 
customers participating in a state retail [choice] program as captive customers requiring 
expansion of Enron Energy’s code of conduct”). 

81 FERC 161,267 (1997); see AmerGen Energy Co., L.L.C., 90 FERC 7 61,080 (2000). 27 

28 See ACC approved Settlement Agreement, 9 1.1.  

29 See ACC approved Settlement Agreement, §§2.2,2.6,2.7. 

To the extent such an emergency or extraordinary event occurs and APS determines to file 
for increased retail rates, it will notify the Commission at that time. 

30 

3 1  Illinova Power Marketing, Inc., et al., 88 FERC ‘I[ 61,189 (1999) (revisions to inadequate 
code of conduct unnecessary because Illinois Power’s retail customers are already protected 
by a rate freeze); AYP Energy, Znc., 87 FERC 61,009 (1999); Commonwealth Edison Co., 
85 FERC 1 61,288 (1998). 
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Where there is no potential for affiliate abuse, there is no need for the 

Commission to require the full panoply of code of conduct rules it normally requires as a 

condition of granting market-based rate author it^.^' 
2. The Pinnacle W Companies’ Mitigation Proposals Will 

Prevent Cost Sh ng to APSIS Wholesale Customers. 

The Pinnacle West Companies have identified two limited areas of concern in 

APS’s existing wholesale power contracts where there may be the potential for affiliated 

entities to shift costs to certain contractually obligated wholesale customers. The 

Pinnacle West Companies propose to mitigate any potential harm to wholesale customers 

by putting in place measures that will protect the customers from the improper pass- 

through of costs associated with aMiliated transactions. 

The Commission has recognized that an effective method of mitigating affiliate 

abuse concerns is capping the pass through of costs to wholesale customers at prices sete 

by a competitive regional market hub.33 Benefits resulting from the use of regional 

market hubs extend beyond the mere mitigation of potential abusive inter-affiliate 

transactions by the Pinnacle West Companies. Using regional hub indices as an 

alternative to requiring a code of conduct to prevent inter-affiliate abuse will provide 

secondary benefits including: a positive incentive for utilities to create, join and transact 

’’ See AmerGen Energy Co., L.L.C., 90 FERC 1 61,080; Green Power Partners I, LLC, et al., 
88 FERC q 61,005 (1999) (waiving code of conduct requirement for UGI Development Co. 
because UGI does not have captive customers); Enron Energy Services Power, Inc., 81 
FERC 1 61,267 at 62,318 (1997) (“we will not accept PECO’s request that we treat 
customers participating in a state retail [choice] program as captive customers requiring 
expansion of Enron Energy’s code of conduct”). 

33 See FirstEnergy Trading Services, Inc., 88 FERC 7 61,067 (1999); AYP Energy, Inc., 87 
FERC 1 6 1,009 (1 999); FirstEnergy Trading & Power Marketing, Znc., 84 FERC 1 6 1,2 14 
(1998). 
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their business through regional market hubs; greater transparency in pricing of power 

transactions (because the hub price is a published price); and reducing Commission staff 

time spent reviewing affiliate transactions through the use of objective, market-based 

determinants for passing through costs. 

The Pinnacle West Companies’ proposed system incremental cost mitigation 

measure makes use of regional hubs to mitigate the potential for afiliate abuse and are 

explained in detail below. The Pinnacle West Companies also propose a mechanism for 

dealing with costs flowing through the wholesale fuel adjustment clause, by capping the 

pass through at a historical average. 

a. System Incremental Cost Provisions 

The first potential area of concern applies to wholesale contracts that include a 

pricing provision based upon APS’s system incremental cost (“SIC”). If a transaction 

between APS and an affiliate is used in establishing the energy price for a particular hour, 

\ 

then it could increase the prices paid by APS’s wholesale customers that take service 

under these contracts. The SIC provision in some of APS’s wholesale contracts presents 

the potential to harm wholesale customers if an affiliated transaction establishes APS’s 

incremental cost for a particular hour. 

The Pinnacle West Companies propose to mitigate this concern by capping the 

portion of these customers rates that include a SIC component at the lesser of: (i) the 

monthly rates calculated utilizing APS’s actual hourly SIC values (the existing 

methodology); or (ii) the monthly rates calculated utilizing an hourly cents per kWh 

market index in lieu of the actual SIC. The market index is derived based on prices at 

Palo Verde, a liquid market hub that reflects market prices for the region. Because the 

14 



Palo Verde hub only publishes on-peak and off-peak, day-ahead prices, while the 

applicable SIC contract provisions are based upon APS’s hourly SIC, APS proposes to 

utilize the hourly price indices published by the California PX for the nearby SP 15 zone 

to “shape” the daily prices at Palo Verde into an hourly price curve. The resulting index, 

that will be used to protect SIC wholesale customers, is referred to as the Palo Verde 

Shaped Index.” 

Exhibit D to this Application contains SIC customer contracts modified to reflect 

the use of the Palo Verde Shaped Index to mitigate market power concerns. Table A, 

attached to each of the modified wholesale customer SIC contracts included in Exhibit D, 

provides an example of how the Palo Verde Shaped Index will work in practice. 

Once the Palo Verde Shapedlndex has been derived for each hour of each day of 

a particular billing month, APS will then compare the monthly charge that each SIC 

customer would pay under the Palo Verde Shaped Index to the actual charges APS 

incurred, based upon its SIC methodology, for the entire month. APS will bill the SIC 

customer based upon the lower of the two total monthly charges (SIC or Palo Verde 

Shaped Index) for the relevant billing month. 

By applying the lesser of SIC or the Palo Verde Shaped Index cost, wholesale 

customers are protected from affiliate abuse and receive the additional benefit of potential 

reduced power costs based on the hub prices. The Commission has recognized on 

numerous occasions that tying prices charged to an established and relevant market index 

34 Should a robust hourly market develop at Palo Verde, APS will file a request to convert 
from the Palo Verde Shaped Index to the use of actual Palo Verde hourly market prices. 
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adequately mitigates affiliate abuse concerns.3s Both the Palo Verde hub and the 

California PX zone used for shaping the Palo Verde daily prices are active trading 

locations with published prices. 

By employing a price cap based on competitive market hub prices in the region in 

which APS operates its system, the Pinnacle West Companies have proposed a win-win- 

win-win situation. Customers are protected from any potential for affiliate abuse because 

the alternative system incremental cost is based on a market index that will not be 

materially affected by transactions among the Pinnacle West Companies. The Pinnacle 

West Companies benefit because they will be able to transact under the new structure 

envisioned by the Arizona restructuring rules in much the same way as they currently 

operate within APS and in the same manner as other market participants in Arizona 

transact with their affiliates. Participants in the regional markets also “win,” because 

relying upon the Palo Verde hub market price recognizes the legitimacy and value of 

regional markets. The final “winner” is the Commission, which will be able to rely more 

upon objective market prices to protect customers. 

b. Fuel Adjustment Clauses 

The second potential area of concern relates to APS’s wholesale contracts that 

include a fuel adjustment clause (“FAC”) which flows through certain fuel and purchased 

Allegheny Energy Supply Co., 88 FERC f 61,303 (1999) (‘‘tying the price of an affiliate 
transaction . . . to an established, relevant market price adequately mitigates any affiliate 
abuse concerns”); First Energy Trading Services, Inc., 88 FERC 7 61,067 (1999); AYP 
Energy, Inc., 87 FERC 7 6 1,009 ( 1999). 

3s 

16 



e power costs to some APS wholesale Due to the limited nature of APS‘s 

wholesale FAC power sales37 (and APS’s concomitant limited ability and incentive to 

engage in abusive conduct) the burden of tying FAC calculations to market prices where 

purchased power is at issue does not appear to be warranted. However, in order to 

mitigate even the remote possibility of harm to APS’s FAC customers, APS proposes to 

cap the monthly expense of fossil and nuclear fuel and the net energy cost of certain 

power purchases3* at the lesser of actual cost, or historical cost based upon an average of 

1998 and 1999 fuel and eligible purchased power costs for the relevant monthly period. 

APS’s FAC costs in these years should provide a reasonable cap for these contracts; 

A P S ’ s  wholesale FAC customers will receive the benefit of actual FAC costs if they are 

lower than the applicable monthly average from 1998-1999 , but will be protected from 

the FAC pass-through of costs that exceed the proposed cap. Modified customer 

contracts and a sample re-calculation based on 1998-1999 fuel costs are included as 

Exhibits El and E2 to this Application. 

E. The Commission’s Filinv Requirements 

Consistent with the Commission’s requirements, PWCC commits that it will file 

quarterly transaction summaries and satisfy the Commission’s other standard reporting 

36 Proposed modifications to APS’s FACs are included as Exhibits El and E2 to this 
Application. 

j7 APS sold 198 GWH of energy to wholesale customers with FAC contracts in 1999, with 
total energy-related revenues of $4.2 million. APS’s overall energy sales were 36,768 
GWH and its total electric revenues were $2,292 million. Thus, APS made less than 0.5% 
of its total kWh sales to FAC customers in 1999. 

38 Power purchases used in calculating the “F” component of the fuel cost adjustment factor. 
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requirements for affiliated power marketers.39 Specifically, PWCC will file umbrella 

service agreements for short-term transactions (one year or less) within 30 days of the 

date of commencement of service, to be followed by quarterly transaction summaries for 

specific sales. For long-term transactions (longer than one year), the actual service 

agreement for each transaction will be filed within 30 days after commencement of 

service.4o 

PWCC commits that it will file a revised market power analysis every three 

 year^.^' 

UEST FOR MODIFICATION OF APS AND APSES TARIFFS, 
ES OF CONDUCT, AND RATE SCHEDULES AND SERVICE 

AGREEMENTS. 

APS and APSES have market rate tariffs and codes of conduct on file with the 

Commission. As noted above, the Pinnacle West Companies, including APS and APSES 

have no captive retail customers and have mitigated potential concerns with certain 

wholesale customers by effectively capping relevant energy price components based upon 

competitive regional hub prices, or where applicable, upon historic fuel clause 

calculations. APS and APSES therefore request that the Commission: (1) find that each 

of these entities have adequately mitigated any potential for affiliate abuse; (2) accept for 

filing the revised market-based rate tariffs included as Exhibits B and C hereto that permit 

39 See Southern Co. Services, Inc., 87 FERC d 6 1,2 14 ( 1999); Horizon Energv Co., 8 1 FERC f[ 
61,368 ( 1  997). 

Southern Co. Services, Inc., 87 FERC at 61,848-49. 

See Morgan Stanley Capital Group, Inc., 69 FERC 7 61,175 (1994) (as clarified in 
Engelhard Power Marketing, Inc., 70 FERC 1 61,250 (1995)). 

40 

41  
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sales to affiliates; and (3) permit APS and APSES to modify their existing codes of 

conduct as discussed above and as set forth in Exhibits B and C. 

In furtherance of its commitments to wholesale customers, APS also submits 

revised sheets to the rate schedules and service agreements reflecting APS’s commitment 

to tie SIC and FAC clauses included in its contracts to regional hub prices or historical 

costs, as appropriate. The revised rate schedules and service agreements are included in 

Exhibits D and E to this Application. APS requests that the Commission accept these 

revised sheets for filing. 

VI. REQUEST FOR EFFECTIVE DATE AND WAIVERS 

Consistent with the Commission’s decisions in previous power marketer cases, 

P WCC respectfully requests that the Commission waive the following requirements of 

the Commission’s regulations: (1) the accounting and reporting requirements under Parts 

41, 101, and 141 of the Commission’s regulations; (2) the interlocking directorate filing 
\ 

requirements under Part 45 of the Commission’s regulations, or, alternatively, permission 

to file abbreviated filings with respect to interlocking directorates under Part 45; (3) the 

filing requirements of Subparts B and C of Part 35 of the Commission’s regulations, 

other than Sections 35.12(a), 35.13(b), 35.15 and 35.16; and (4) blanket authorization 

under Part 34 of all future issuances of securities and assumptions of obligations or 

liabilities as guarantor, endorser, surety or otherwise in respect of any security of any 

person.42 Pursuant to Section 35.3(a) of the Commission’s regulations, PWCC 

respectfully requests that the Commission accept the Market Rate Tariff for filing and 

42 See, e.g., AES Huntington Beach, L.L.C., 83 FERC 7 61,100 (1998). 
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permit it to become effective the earlier of either sixty days after the date of this filing or 

the date upon which the Commission grants acceptance. 

VII. CONCLUSION 

The Pinnacle West Companies request that the Commission issue an order 

granting: (1) authorization for PWCC to engage in wholesale sales of electric power at 

market-based rates, including market-rate sales to its affiliates and sales of ancillary 

-I - services at market-based rates in the California market; (2) acceptance of PWCC's 

request for permission to reassign transmission capacity; (3) acceptance of the PWCC 

Market Rate Tariff for filing effective the earlier of sixty days after the filing of this 

application or upon issuance of an order accepting the Tariff for filing; (4) acceptance of 

the proposed modifications to the code of conduct requirements applicable to the Pinnacle 

West Companies, conditioned on the commitments proposed herein; ( 5 )  acceptance of the 

revised APS and APSES market-based rate tariffs included as Exhibits B and C hereto, 

(6 )  acceptance for filing of the revised wholesale rate schedules and service agreements 

I 
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included in Exhibits D and E hereto; (7) certain blanket authorizations; and (8) certain 

waivers of the Commission's regulations as requested herein. 

Respectfully submitted, 

John D. hjIcGrane 
Mary Ann K. Huntington 
Alex M. Schnell 
Morgan, Lewis & Bockius LLP 
1800 M Street, N. W. 
Washington, D.C. 20036 
Phone: (202) 467-7000 

Barbara Muller Champion, Senior Attorney 
Pinnacle West Capital Corporation 
P.O. Box 53999 
Mail Station 8695 
Phoenix, Arizona 85072-3999 
Phone: (602) 250-3547 

Attorneys for 
Pinnacle West Capital Corporation 

Dated: April 21,2000 
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Pinnacle West CaDital Comoration 

1. 

2. 

MARKET-BASED RATE TARIFF 

Availabilitv: Pinnacle West Capital Corporation (“PWCC”) 
makes electric capacity or energy available for sale for resale under 
this Rate Schedule to any purchaser. 

Atmlicabilitv: This schedule is applicable to all sales of electric 
capacity or energy by PWCC not otherwise subject to a particular 
rate schedule of PWCC. 

This schedule is also available for purchases by the California 
Independent System Operator Corporation and its suppliers and 
market participants of Replacement Reserve Service and the 
following ancillary services as defined by the Commission: 
Regulation and Frequency Response Service, Energy Imbalance 
Service, Operating Reserve-Spinning Reserve Service, and 
Operating Reserve-Supplemental Reserve Service. 

This schedule also is applicable to the reassignment of 
transmission capacity, transmission rights and associated ancillary 
services, that PWCC has acquired for its own use on the 
transmission systems of transmission providers. I 

3. Rates: All sales of electric capacity or energy shall be made at 
rates established by agreement between the purchaser and PWCC. 

4. Other Terms and Conditions: 

All other terms and conditions shall be established by agreement 
between the purchaser and PWCC. 

5. Effective Date: 

This Rate Schedule shall be effective on the date established by 
FERC. 



6. Reassignment of Transmission Rights: 

PWCC may reassign transmission capacity, transmission rights, . 
and associated ancillary services that it has reserved for its own use 
at a price not to exceed the highest of: (1) the original transmission 
rate paid by PWCC; (2) the applicable transmission provider’s 
maximum stated firm transmission rate on file at the time of the 
transmission reassignment; or (3) PWCC’s own opportunity costs, 
capped at the applicable transmission provider’s cost of expansion 
at the time of the sale to the eligible customer. PWCC will not 
recover opportunity costs in connection with reassignment without 
making a separate filing under Section 205. Except for the price, 
the terms and conditions under which the reassignment is made 
shall be under the terms and conditions governing the original 
grant by the transmission provider. Transmission and associated 
ancillary services may only be reassigned to a customer eligible to 
take service under the transmission provider’s open access 
transmission tariff or other transmission rate schedules. PWCC 
will report the name of the assignee in its quarterly reports. 



Pinnacle West CaDital Comoration 

MARKET-BASED RATE TARIFF 

SERVICE AGREEMENT 

This Service Agreement, dated as of , is entered 

into by and between Pinnacle West Capital Corporation (“PWCC”) and 

(“Customer”), pursuant to PWCC’s Market-Based Rate 

Tariff, FERC Electric Tariff No. 1 (“Tariff’). 

Each transaction hereunder will be carried out under terms and conditions as 

agreed upon by PWCC and the Customer in accordance with the terms and conditions of 

the Tariff. 

IN WITNESS WHEREOF, PWCC and Customer have caused this Service 

Agreement to be executed by their respective authorized officials as of the date first 

above written. 

Customer Pinnacle West Capital 
Corporation 

Customer 

Signature of Representative Date Signature of Representative Date 

Name of Representative Name of Representative 

Title of Representative Title of Representative 



Pinnacle West CaDital CorDoration 

STATEMENT OF POLICY AND CODE OF CONDUCT WITH RESPECT TO 
THE RELATIONSHIP BETWEEN 

PINNACLE WEST CAPITAL CORPORATION AND 
ARIZONA PUBLIC SERVICE COMPANY 

The following Code of Conduct will govern the relationship between Pinnacle 
West Capital Corporation (“PWCC”) and any other marketing affiliates that may be 
authorized by the Federal Energy Regulatory Commission to engage in sales for resale of 
energy and capacity at market-based rates (the “Marketing Affiliates”), and Arizona 
Public Service Company (“APS”). 

MarketinP of Power 

1. To the maximum extent practical, the employees of the Marketing 
Affiliates will operate separately from the employees of APS. 

2. Sales of any non-power goods or services by APS, including sales made 
through affiliated EWGs or QFs, to the Marketing Affiliates will be at the 
higher of cost or market price. 

3. Sales of any non-power goods or services by the Marketing Affiliates to 
APS will not be at a price above market. 

Brokering of Power 

To the extent Marketing Affiliates seek to broker power for APS: 

Marketing Affiliates will offer APS’s power first. 4. 

5 .  The arrangement between Marketing Affiliates and APS is non-exclusive. 

6. Marketing Affiliates will not accept any fees in conjunction with any 
brokering services they perform for APS. 



ARIZONA PUBLIC SERVICE COMPANY 
MARKET RATE‘TARIFF NO. i 

(MR-1) 

1 DEFINITIONS 

The following terms shall have the specified meaning when used in the Market Rate Tariff No. 1 

(“Tariff ’) or in a Service Agreement: 

1 . 1  

1.2 

1.3 

1.4 

1.5 

1.6 

Commission: The Federal Energy Regulatory Commission, 

Customer: An entity that executes a Service Agreement under this Tariff. 

Service Ameement: The initial agreement and any supplements thereto entered 

into by a Customer and Arizona Public Service Company (“APS”) for service 

under this Tariff. 

Tariff: This Market Rate Tariff No. 1 as it may be amended andor superseded 

from time to time. 

Transaction: An individual transaction scheduled pursuant to this Tariff and a 

Service Agreement. 

Partv: 

collectively shall be referred to as “Parties.” 

References to a Party shall mean either APS or the Customer, or 

2 AVAILABILITY 

This Tariff is available for purchases of electric energy andor capacity from APS. This 

Tariff is also available for purchases by the California Independent System Operator 

Corporation and its suppliers and market participants of Replacement Reserve Service 

and the following ancillary services as defined by the Commission: Regulation and 



Arizona Public Service Company 
FERC Electric Tariff, Original Volume No. 4 
Market Rate Tariff No. 1 
General Terms & Conditions 

Page 2 

Frequency Response, Energy Imbalance, Operating Reserve - Spinning Reserve, and 

Operating Reserve - Supplemental Reserve. 

3 CHARACTER OF SERVICE 

APS may provide capacity and/or energy under this Tariff in varying amounts, at varying 

levels of firmness or priorities of service, for varying periods of service, and in 

accordance with varying delivery schedules, as agreed to between the Customer and APS. 

APS may also provide to the California Independent System Operator Corporation and its 

suppliers and market participants, at market based rates, Replacement Reserve Service 

and the following ancillary services as defined by the Commission: Regulation and 

Frequency Response, Energy Imbalance, Operating Reserve - Spinning Reserve, and 

Operating Reserve - Supplemental Reserve. 

4 RATES 

4.1 The rates for purchases under this Tariff shall be as agreed to by the Customer and 

APS. 

4.2 Transmission and Ancillary Services: 

4.2.1 When transmission and ancillary services to effectuate power sales 

transactions under APS’ market-based tariff are to be obtained by APS, 

APS will file a service agreement placing itself under its open access 

transmission tariff. 



Arizona Public Service Company 
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4.2.2 When the customer itself is obtaining the transmission and ancillary 

services from APS on its own behalf, APS will file a service agreement 

placing the customer under its Open Access Transmission Tariff. 

5 SERVICE AGREEMENTS 

5.1 Prior to the commencement of service to a new customer, APS and each new 

Customer will execute a Service Agreement. 

5.1.1 APS will file umbrella agreements for short-term transactions (one year or 

less) within 30 days of commencement of such service with the 

Commission. APS will file quarterly transaction summary reports of all 

short-term transactions under this Tariff stating separately the prices for 

generation, transmission, and ancillary services. 

For long-term transactions (longer than one year), the separate prices for 

generation, transmission and ancillary services will be included as part of 

the Service Agreement to be filed with the Commission within 30 days of 

t 

5.1.2 

commencement of service. 

5.2 APS may refuse, at its sole discretion, to enter into a Service Agreement or 

Transaction under this Tariff. APS is under no obligation to execute a Service 

Agreement to provide service hereunder. 

Acceptance of service by the Customer pursuant to a Service Agreement commits 

the Customer to the provisions of this Tariff and to the terms of the Service 

Agreement. 

5.3 
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6 EXPANSION OF FACILITIES 

APS will have no obligation under this Tariff or any Service Agreement executed 

hereunder to plan its system, to enlarge or modify its facilities or operate its system in 

such a manner in order to provide or maintain energy and/or capacity sold hereunder. 

7 REASSIGNMENT OF TRANSMISSION RIGHTS 

APS may reassign transmission capacity, transmission rights, and associated ancillary 

services that it has reserved for its own use at a price not to exceed the highest of: (1) the 

original transmission rate paid by APS; (2) the applicable transmission provider’s 

maximum stated firm transmission rate on file at the time of the transmission 

reassignment; or (3) APS’ own opportunity costs, capped at the applicable transmission 

providers’ cost of expansion at the time of the sale to the eligible customer. APS will not 

recover opportunity costs in connection with reassignment without making a separate 

filing under Section 205. Except for the price, the terms and conditions under which the 

reassignment is made shall be under the terms and conditions governing the original grant 

by the transmission provider. Transmission and associated ancillary services may only be 

reassigned to a customer eligible to take service under the transmission provider’s open 

access transmission tariff or other transmission rate schedules. APS will report the name 

of the assignee in its quarterly reports. 

8 REVISIONS TO TARIFF 

APS may file revisions to this Tariff with the Commission. Nothing contained in this 

Tariff shall be construed as effecting or limiting in any way the right of APS to 
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unilaterally file with the Commission for a change in any aspect of this Tariff under 

Section 205 or 206 of the Federal Power Act pursuant to the Commission’s Rules and 

Regulations promulgated thereunder 

9 EFFECTIVE DATE 

This Tariff shall be effective on the date established by the Commission. 



FORM OF SERVICE AGREEMENT 

This Service Agreement, dated as of , is entered into by 

and between Arizona Public Service Company (“Company”), and 

(’‘Customer”), pursuant to the Company‘s Market Rate Tariff No. 1 (“Tariff’). 

Each transaction hereunder shall be carried out under terms and conditions as agreed 

upon by the Company and Customer in accordance with the terms and conditions of the Tariff. 

In the event the Customer requests that APS’ Merchant Group secure on the Customer’s 

behalf transmission services and ancillary services required to effect transactions of power andor 

energy under this Tariff, the Customer shall designate below the transmission and ancillary 

services needed: 

Network Integration Transmission Service: 

Firm Point-to-Point Transmission Service: 

P Monthly Q Weekly 

Non-Firm Point-to-Point Service: 

Q On-Peak 

0 

CI Daily 

CI Off-peak 

Ancillary Services: 

0 Scheduling, System Control & Dispatch Service 

P Reactive Supply & Voltage Control from Generation Sources Service 

P Regulation & Frequency Response Service 

P Energy Imbalance Service 

0 Operating Reserve - Spinning Reserve Service 

0 Operating Reserve - Supplemental Reserve Service 

Customer shall incur no obligation by requesting that services be made available. 

Accepted by FERC ,2000 



IN WITNESS WHEREOF, Company and Customer have caused this Service 

Agreement to be executed by their respective authorized officials as of the date first above 

written. 

ARIZO PUBLIC SERVICE COMPANY 

By: By: 

Title: Title: 

Date: Date: 

(Customer) 

Accepted by FERC ,2000 



Arizona Public Service Company 

STATEMENT OF POLICY AND CODE OF CONDUCT WITH RESPECT TO 
THE RELATIONSHIP BETWEEN 

ARIZONA PUBLIC SERVICE COMPANY AND 
IT’S MARKETING AFFILIATES 

The following Code of Conduct will govern Arizona Public Service Company’s 
(“APS’”) relationship with APS Energy Services Company, Inc. (“APSES”), Pinnacle 
West Capital Corporation (“PWCC”), and any other marketing affiliates that may be 
authorized by the Federal Energy Regulatory Commission to engage in sales for resale of 
energy and capacity at market-based rates (the “Marketing Affiliates”). 

MarketinP of Power 

1. To the maximum extent practical, the employees of the Marketing 
Affiliates will operate separately from the employees of APS. 

2. Sales of any non-power goods or services by APS, including sales made 
through affiliated EWGs or QFs, to the Marketing Affiliates will be at the 
higher of cost or market price. 

3. Sales of any non-power goods or services by the Marketing Affiliates to 
APS will not be at a price above market. 

Brokerinv of Power 

1. To the extent APS brokers power sales for the Marketing Affiliates, APS 
will offer its own power first. 

2. APS will charge its Marketing Affiliates the higher of APS’ cost for 
brokering services or the market rate for such services. APS will post the 
actual brokering charges imposed. 



ARIZONA PUBLIC SERVICE COMPANY 
MARKET RATE TARIFF NO. 1 

(MR-1) 

1 DEFINITIONS 

The following terms shall have the specified meaning when used in the Market Rate Tariff No. 

(“Tariff ’) or in a Service Agreement: 

1.1 

1.2 

1.3 

1.4 

1.5 

1.6 

Commission: The Federal Energy Regulatory Commission. . .  

Customer : An entity that executes a Service Agreement under this Tariff. 

Service Awement  : The initial agreement and any supplements thereto entered 

into by a Customer and Arizona Public Service Company (“APS”) for service 

under this Tariff. 

Tariff: This Market Rate Tariff No. 1 as it may be amended andor superseded 

from time to time. 

Transacb ‘oq: An individual transaction scheduled pursuant to this Tariff and a 

Service Agreement. 

Party: 

collectively shall be referred to as “Parties.” 

References to a Party shall mean either APS or the Customer, or 

2 AVAILABILITY 

Ths Tariff is available for purchases of electric energy andor capacity from APS. 

This Tariff is also available for purchases by the California Independent System Operator 

Corporation and its suppliers and market participants of Replacement Reserve Service 

and the following ancillary services as defined by the Commission: Regulation and 

Frequency Response, Energy Imbalance, Operating Reserve - Spinning Reserve, and 

Operating Reserve - Supplemental Reserve. 
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33 CHARACTER OF SERVICE 

APS may provide capacity andor energy under this Tariff in varying amounts, at varying 

levels of firmness or priorities of service, for varying periods of service, and in 

accordance with varying delivery schedules, as agreed to between the Customer and APS. 

APS may also provide to the California Independent System Operator Corporation and its 

suppliers and market participants, at market based rates, Replacement Reserve Service 

and the following ancillary services as defined by the Commission: Regulation and 

Frequency Response, Energy Imbalance, Operating Reserve - Spinning Reserve, and 

Operating Reserve - Supplemental Reserve. 

4 RATES 

4.1 The rates for purchases under this Tariff shall be as agreed to by the Customer 

and APS. 

4.2 Transmission and Ancillary Services: 

4.2.1 When transmission and ancillary services to effectuate power sales 

transactions under APS’ market-based tariff are to be obtained by APS, 

APS will file a service agreement placing itself under its open access 

transmission tariff. 

When the customer itself is obtaining the transmission and ancillary 

services fiom APS on its own behalf, APS will file a service agreement 

placing the customer under its Open Access Transmission Tariff. 

4.2.2 

5 SERVICE AGREEMENTS 
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5.1 Prior to the commencement of service to a new customer, APS and each new 

Customer will execute a Service Agreement. 

5.1.1 APS will file umbrella agreements for short-term transactions (one year or 

less) within 30 days of commencement of such service with the 

Commission. APS will file quarterly transaction summary reports of all 

short-term transactions under this Tariff stating separately the prices for 

generation, transmission, and ancillary services. 

5.1.2 For long-term transactions (longer than one year), the separate prices for 

generation, transmission and ancillary services will be included as part of 

the Service Agreement to be filed with the Commission withn 30 days of 

commencement of service. I 

5.2 APS may refuse, at its sole discretion, to enter into a Service Agreement or 

Transaction under this Tariff. APS is under no obligation to execute a Service 

Agreement to provide service hereunder. 

Acceptance of service by the Customer pursuant to a Service Agreement commits 

the Customer to the provisions of this Tariff and to the terms of the Service 

Agreement. 

6 EXPANSION OF FACILITIES 

5.3 

APS will have no obligation under this Tariff or any Service Agreement executed 

hereunder to plan its system, to enlarge or modify its facilities or operate its system in 

such a manner in order to provide or maintain energy andor capacity sold hereunder. 

7 REASSIGNMENT OF TRANSMISSION RIGHTS 
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APS may reassign transmission capacity, transmission rights, and associated ancillary 

services that it has reserved for its own use at a price not to exceed the highest of: (1) the 

original transmission rate paid by APS; (2) the applicable transmission provider’s 

maximum stated firm transmission rate on file at the time of the transmission 

reassignment; or (3) APS’ own opportunity costs, capped at the applicable transmission 

providers’ cost of expansion at the time of the sale to the eligible customer. APS will not 

recover opportunity costs in connection with reassignment without making a separate 

filing under Section 205. Except for the price, the terms and conditions under which the 

reassignment is made shall be under the terms and conditions governing the original grant 

by the transmission provider. Transmission and associated ancillary services may only 

be reassigned to a customer eligible to take service under the transmission provider’s 

open access transmission tariff or other transmission rate schedules. APS will report the 

name of the assignee in its quarterly reports. 

8 REVISIONS TO TARIFF 

APS may file revisions to this Tariff with the Commission. Nothing contained in this 

Tariff shall be construed as effecting or limiting in any way the right of APS to 

unilaterally file with the Commission for a change in any aspect of this Tariff under 

Section 205 or 206 of the Federal Power Act pursuant to the Commission’s Rules and 

Regulations promulgated thereunder. 

9 EFFECTIVE DATE 

This Tariff shall be effective on the date established by the Commission. 



Customer shall incur no obligation by requesting that services be made available. 

IN WITNESS WHEREOF, Company and Customer have caused this Service 

Agreement to be executed by theii respective authorized officials as of the date first above 

written. 

ARIZONA PUBLIC SERVICE COMPANY 

By: By: 
(Customer) 

Title: Title: 
I- 
Date: Date: 

-HEADER 1- 

Arizona Public Service Company Page 5 

FERC Electric Tariff, Original Volume No. 4 
Market Rate Tariff No. 1 

General Terms & Conditions 
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Accepted by FERC ,2000 



Arizona Public Service ComDanv 

STATEMENT OF POLICY AND CODE OF CONDUCT WITH RESPECT TO 
THE RELATIONSHIP BETWEEN 

ARIZONA PUBLIC SERVICE COMPANY AND 
I , ,w IT’S MARKETING AFFILIATES 

The following Code of Conduct will govern 
Arizona Public Service 66 9,  Company’s (“APS”’) relationship 
with APS Energy Services Company, Inc. (“APSES”) 
Corporation (“PWCC”), and any other marketing affiliates that may be authorized by 
the Federal Energy Regulatory Commission to engage in sales for resale of energy and 
capacity at market-based rates 

Pinnacle West Capital 

, (the “Marketing Affiliates”). 

Marketing of Power 

1. To the maximum extent practical, the employees of the Marketing 
Affiliates will operate separately from the employees of APS. 

2- 

3-f. Sales of any non-power goods or services by APS, including sales made 
through affiliated EWGs or QFs, to the Marketing Affiliates will be at the 
higher of cost or market price. 

3. Sales of any non-power goods or services by the Marketing Affiliates to 
APS will not be at a price above market. 

Brokering of Power 

1. To the extent APS brokers power sales for the Marketing Affiliates, APS 
will offer its own power first. 

2. APS will charge its Marketing Affiliates the higher of APS’ cost for 
brokering services or the market rate for such services. APS will post the 
actual brokering charges imposed. 

€3. A A & ? P  
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APS Energy Services Company, Inc. 

Conformed Market-Based Rate Tariff, 

Conformed Code of Conduct, 

Red-Lined Market-Based Rate Tariff 

and 

Red-Lined Code of Conduct 
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APS Energy Services Company, Inc. 

Conformed Market-Based Rate Tariff, 

Conformed Code of Conduct, 

Red-Lined Market-Based Rate Tariff 

and 

Red-Lined Code of Conduct 
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APS Enerw Services ComDanv, Inc. 

1. 

2. 

3. 

4. 

5 .  

MARKET-BASED RATE TARIFF 

Availabilitv: 
makes electric capacity or energy available for sale for resale under 
this Rate Schedule to any purchaser. 

APS Energy Services Company, Inc. (“APSES”) 

Amlicability: This schedule is applicable to all sales of electric 
capacity or energy by APSES not otherwise subject to a particular 
rate schedule of APSES. 

This schedule is also available for purchases by the California 
Independent System Operator Corporation and its suppliers and 
market participants of Replacement Reserve Service and the 
following ancillary services as defined by the Commission: 
Regulation and Frequency Response Service, Energy Imbalance 
Service, Operating Reserve - Spinning Reserve Service, and 
Operating Reserve - Supplemental Reserve Service. 

This schedule also is applicable to the reassignment of 
transmission capacity, transmission rights and associated ancillary 
services, that APSES has acquired for its own use on the 
transmission systems of transmission providers. 

Rates: All sales of electric capacity or energy shall be made at 
rates established by agreement between the purchaser and APSES. 

Other Terms and Conditions: 

All other terms and conditions shall be established by agreement 
between the purchaser and APSES. 

Effective Date: 

This Rate Schedule shall be effective on the date established by 
FERC. 
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6 .  Reassignment of Transmission Rights: 

APSES may reassign transmission capacity, transmission rights, 
and associated ancillary services that it has reserved for its own use 
at a price not to exceed the highest of: (1) the original transmission 
rate paid by APSES; (2) the applicable transmission provider’s 
maximum stated firm transmission rate on file at the time of the 
transmission reassignment; or (3) APSES’S own opportunity costs, 
capped at the applicable transmission provider’s cost of expansion 
at the time of the sale to the eligible customer. APSES will not 
recover opportunity costs in connection with reassignment without 
making a separate filing under Section 205. Except for the price, 
the terms and conditions under which the reassignment is made 
shall be under the terms and conditions governing the original 
grant by the transmission provider. Transmission and associated 
ancillary services may only be reassigned to a customer eligible to 
take service under the transmission provider’s open access 
transmission tariff or other transmission rate schedules. APSES 
will report the name of the assignee in its quarterly reports. 



e APS Enerm Services Companv. Inc. 

MARKET-BASED RATE TARIFF 

SERVICE AGREEMENT 

This Service Agreement, dated as of , is entered into 

by and between APS Energy Services Company, Inc. (“APSES”) and 

(“Customer”), pursuant to APSES’S Market-Based Rate 

Tariff, FERC Electric Tariff No. 1 (“Tariff’). 

Each transaction hereunder will be carried out under terms and conditions as 

agreed upon by APSES and the Customer in accordance with the terms and conditions of 

the Tariff. 

IN WITNESS WHEREOF, APSES and Customer have caused this Service 

Agreement to be executed by their respective authorized officials as of the date first 

above written. 

Customer APS Energy Services 
Company, Inc. 

Customer 

Signature of Representative Date Signature of Representative Date 

Name of Representative Name of Representative 

Title of Representative Title of Representative 

e 



APS Enerw Services ComDanv. - Inc. 

STATEMENT OF POLICY AND CODE OF CONDUCT WITH RESPECT TO 
THE RELATIONSHIP BETWEEN 

APS ENERGY SERVICES COMPANY, INC. AND 
ARIZONA PUBLIC SERVICE COMPANY 

The following Code of Conduct will govern the relationship between APS Energy 
Services Company, Inc. (“APSES”) and any other marketing affiliates that may be 
authorized by the Federal Energy Regulatory Commission to engage in sales for resale of 
energy and capacity at market-based rates (the “Marketing Affiliates”), and Arizona 
Public Service Company (“APS”). 

Marketin9 of Power 

1. To the maximum extent practical, the employees of the Marketing 
Affiliates will operate separately from the employees of APS. 

2. Sales of any non-power goods or services by APS, including sales made 
through affiliated EWGs or QFs, to the Marketing Affiliates will be at the 
higher of cost or market price. 

3. Sales of any non-power goods or services by the Marketing Affiliates to 
APS will not be at a price above market. 

BrokerinP of Power 

To the extent Marketing Affiliates seek to broker power for APS: 

Marketing Affiliates will offer APS’s power first. 4. 

5 .  The arrangement between Marketing Affiliates and APS is non-exclusive. 

6. Marketing Affiliates will not accept any fees in conjunction with any 
brokering services they perform for APS. 



e APS Energv Services Comuanv. Inc. 

MARKET-BASED RATE TARIFF 

1. Availabilitv: APS Energy Services Company, Inc. (“APSES”) 
makes electric capacity or energy available for sale for resale under 
this Rate Schedule to any purchaser. 

2. Applicability: This schedule is applicable to all sales of electric 
capacity or energy by APSES not otherwise subject to a particular 
rate schedule of A P S E S S  

This schedule is also available for purchases by the California 
Independent System Operator Corporation and its suppliers and 
market participants of Replacement Reserve Service and the 
following ancillary services as defined by the Commission: 
Regulation and Frequency Response Service, Energy Imbalance 
Service, Operating Reserve - Spinning Reserve Service, and 
Operating Reserve - Supplemental Reserve Service. 

This schedule also is applicable to the reassignment of 
transmission capacity, transmission rights and associated ancillary . 
services, that APSES has acquired for its own use on the 
transmission systems of transmission providers. 

3. Rates: All sales of electric capacity or energy shall be made at 
rates established by agreement between the purchaser and APSES. 

4. Other Terms and Conditions: 

All other terms and conditions shall be established by agreement 
between the purchaser and APSES. 

5.  Effective Date: 

This Rate Schedule shall be effective on the date established by 
FERC. 



6 .  Reassignment of Transmission Rights: 

APSES may reassign transmission capacity, transmission rights, 
and associated ancillary services that it has reserved for its own use 
at a price not to exceed the highest of: (1) the original transmission 
rate paid by APSES; (2) the applicable transmission provider’s 
maximum stated firm transmission rate on file at the time of the 
transmission reassignment; or (3) APSES’S own opportunity costs, 
capped at the applicable transmission provider’s cost of expansion 
at the time of the sale to the eligible customer. APSES will not 
recover opportunity costs in connection with reassignment without 
making a separate filing under Section 205. Except for the price, 
the terms and conditions under which the reassignment is made 
shall be under the terms and conditions governing the original 
grant by the transmission provider. Transmission and associated 
ancillary services may only be reassigned to a customer eligible to 
take service under the transmission provider’s open access 
transmission tariff or other transmission rate schedules. APSES 
will report the name of the assignee in its quarterly reports. 



APS Enerw Services ComDanv, Inc. 

MARKET-BASED RATE TARIFF 

SERVICE AGREEMENT 

This Service Agreement, dated as of 

m 
between APS Energy Services Company, Inc. (“APSES”) and 

, is entered into uy and 

f 1 

(“Customer”), pursuant to APSES’S Market-Based Rate Tariff, FERC Electric Tariff No. 

1 (“Tariff”). 

Each transaction hereunder will be carried out under terms and conditions as 

agreed upon by APSES and the Customer in accordance with the terms and conditions of 

the Tariff. 

IN WITNESS WHEREOF, APSES and Customer have caused this Service 

Agreement to be executed by their respective authorized officials as of the date first 

above written. 

Customer APS Energy Services 
Company, Inc. 

Customer 

I 1 

Signature of Representative Date Signature of Representative Date 

I 

Name of Representative Name of Representative 



APS 7 Y .  EV€l E n e m  Services Company, Inc. 

STATEMENT OF POLICY AND CODE OF CONDUCT WITH RESPECT TO 
THE RELATIONSHIP BETWEEN 

APS ENERGY SERVICES COMPANY, INC. AND 
ARIZONA PUBLIC SERVICE COMPANY 

The following Code of Conduct will govern the relationship between 
Energy Services Company, Inc. (“APSES”) and any other fma&e&J marketing 
affiliates that may be authorized by the Federal Energy Regulatory Commission to 
engage in sales for resale of energy and capacity at market-based rates &qphw&h 
-(the “Marketing Affiliates”), and 

AI’S 

Arizona Public Service Company 
(,“,’). 

Marketing of Power 

1. To the maximum extent practical, the employees of the Marketing 
Affiliates will operate separately fiom the employees of APS. 

2- 

4. Sales of any non-power goods or services by APS, including sales made 
through affiliated EWGs or QFs, to the Marketing Affiliates will be at the 
higher of cost or market price. 

3. Sales of any non-power goods or services by the Marketing Affiliates to 
APS will not be at a price above market. 

Brokering of Power 

To the extent Marketing Affiliates seek to broker power for APS: 

4. Marketing Affiliates will offer APS’s power first. 

5. The arrangement between Marketing Affiliates and APS is non- 
exclusive. 

6. Marketing Affiliates will not accept any fees in conjunction with any 
brokering services they perform for APS. 
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Revision to APS' Wholesale Contracts 

Containing System Incremental Cost Pricing Provisions 
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Appendix A-1 

ARIZONA PUBLIC SERVICE COMPANY 

Units Most Likely To Participate Methodology 

Determination of Ceiling Rates Applicable to Sales of Coordination Power and Energy Under Service 
Schedule A. 

A. Generation Related Rate Component: 

I .  For sales of Coordination Power and Energy made by APS from certain APS resources, Purchaser 
shall pay a charge for unbundled generation related service not to exceed the following amounts to 
APS for Power and Energy supplied under Service Schedule A: 

Maximum Demand Charge: 1 

Annual $ 60.93kW 
Monthly $ 5.08kW 
Weekly $ 1.17kW 
Daily $ 0.23/kW2 
Hourly $ 0.0144/kW3 

plus 

Energy Charge: 

a) no less than 100% of APS’ System Incremental Costs (SIC); plus 
b) up to 10% of SIC 

Provided, however, the monthly ceiling rate as defined above shall be the lesser of this rate: (i) developed 
utilizing the aggregate of APS’ actual hourly SIC values during the month, or (ii) the rate as developed 
utilizing an aggregate of an hourly centskWh index in lieu of SIC. The hourly cents/kWh index shall be 
based on a Palo Verde Shaped Index4. 

~~ ~~ 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the “AEP” 
methodology. 

The Daily rate of $0.23/kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of $1.17/kW. 

3 The hourly rate of $O.O144kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $0.23/kW, and also not exceed the product of the 
number of kilowatts sold for a week multiplied by the maximum weekly demand charge of $1.17kW. 

The Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 
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11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energy supplied 
under this Service Schedule A: 

a) APS' actual Purchased Power costs 

111. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in fulfilling its obligations for Coordination Power under this Service Schedule A 
which otherwise would not have been incurred. 

B. Transmission and Ancillarv Service Rate Components: 

I. Purchaser shall be required to secure transmission and ancillary services from APS' Transmission 
Group on its own behalf. If Purchaser obtains the required transmission and ancillary services, APS 
shall file a service agreement with the FERC placing the Purchaser under APS' Open Access 
Transmission Tariff. All pertinent arrangements for such services can be made directly with APS' 
Transmission Group personnel at: 

J 
Arizona Public Service Company 

P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

11. In the alternative, Purchaser may request that APS' Merchant Group secure all transmission and 
ancillary services under APS' Open Access Transmission Tariff required to effect service to 
Purchaser. APS' Merchant Group shall have the option to decline such requests. 

Should the APS Merchant Group secure all transmission and related services, an appropriate Open ~ 

Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the 
Purchaser for Power and/or Energy under this Electric Coordination Tariff No. 1 are listed on 
Attachment A. 
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Appendix A-2 

ARIZONA PUBLIC SERVICE COMP \NY 

Unit Revenue Constraint Methodology 

Determination of Ceiling Rates Applicable to Sales of Coordination Power and Energy Under Service 
Schedule A 

A. Generation Related Rate ComDonent: 

I.  For sales of Coordination Power and Energy made by APS based on the costs of Palo Verde Unit No. 
3, Purchaser shall pay a charge for unbundled generation related service not to exceed the following 
amounts to APS for Power and Energy supplied under Service Schedule A: 

Maximum Demand C h a r ~ e : ~  

Annual $ 438.80kW 
Monthly $ 36.57kW 
Weekly $ 8.44/kW 
Daily $ 1.69/kW6 

Hourly $ 0.1056/kW7 

plus 

Energy Charge: 

a) no less than 100% of APS’ System Incremental Costs (SIC), plus 
b) UP to 10% of SIC 

Note A: The total charges for Power and Energy shall not exceed the product of the requested 
demand (kW) multiplied by the applicable Maximum Demand Charge in Section I 
above, plus the variable costs of Palo Verde Unit No. 3 (based on the second 
previous month’s cost data), and not withstanding the foregoing, a floor equal to 
100% of APS’ System Incremental Cost. 

The total amount of Power available for sales by APS under this Service Schedule 
and under other APS tariffs and agreements, for which the agreed upon demand 

Note B: 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the “AEP 
methodology. 

The Daily rate of $1.69/kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of $8.44/kW. 

’ The hourly rate of $0.1056/kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $1.69/kW, and also not exceed the product of the 
number of kilowatts sold for a week multiplied by the maximum weekly demand charge of $8.44/kW. 
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charge is determined based on Palo Verde Unit No. 3, is limited to 370 MWs (APS’ 
share of Palo Verde No. 3) on an hourly basis. 

Provided, however, the monthly ceiling rate and the monthly floor rate as defined above shall be the lesser 
of these rates: (i) developed utilizing the aggregate of APS’ actual hourly SIC values during the month, or 
(ii) the rates as developed utilizing an aggregate of an hourly centskWh index in lieu of SIC. The hourly 
centskWh index shall be based on a Palo Verde Shaped IndexB. 

11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energy supplied 
under this Service Schedule A: 

a) APS’ actual Purchased Power costs 

111. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in fulfilling its obligations for Coordination Power under this Service Schedule A 
which otherwise would not have been incurred. 

B. Transmission and Ancillary Service Rate Components: 

I. Purchaser shall be required to secure transmission and ancillary services from APS’ Transmission 
Group on its own behalf. If Purchaser obtains the required transmission and ancillary services, APS 
shall file a service agreement with the FERC placing the Purchaser under APS’ Open Access 
Transmission Tariff. All pertinent arrangements for such services can be made directly with APS’ 
Transmission Group personnel at: 

Arizona Public Service Company 
P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

11. In the alternative, Purchaser may request that APS’ Merchant Group secure all transmission and 
ancillary services under APS’ Open Access Transmission Tariff required to effect service to Purchaser. 
APS’ Merchant Group shall have the option to decline such requests. 

Should the APS Merchant Group secure all transmission and related services, an appropriate Open 
Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the Purchaser 

* The Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 
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ARJZONA PUBLJC SERVICE COMPANY 

Units Most Likely to Particbate Methodology 

Determination of Ceiling Rates Applicable to Non-Returned Power and Energy Under Service 
Schedule B 

A. Generation Related Rate Component: 

I. For sales of non-returned Power and Energy exchange deliveries made by APS from certain APS 
resources, Purchaser shall pay a charge for unbundled generation related service not to exceed the 
following amounts to APS for Power and Energy supplied under this Service Schedule B: 

Maximum Demand Charge: 1 

Annual $ 60.93kW 
Monthly $ S.08kW 
Weekly $ 1.17kW 

Daily S 0.23kW2 
Hourly $ 0.0144kWj 

plus 

Energy Charge: 

a) no less than 100% of APS' System Incremental Costs (SIC), plus 
b) up to 10% of SIC 

Page B-4 

Provided, however, the monthly ceiling rate as defined above shall be the lesser of this rate: (i) developed 
utilizing the aggregate of APS' actual hourly SIC values during the month, or (ii) the rate as developed 
utilizing an aggregate of an hourly centskWh index in lieu of SIC. The hourly centskWh index shall be 
based on a Palo Verde Shaped Index4. 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the "AEP" 
methodology. 

* The Daily rate of $0.23kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of $1.17kW. 

The hourly rate of $0.0144/kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $0.23kW, and also not exceed the product of the 
number of kilowatts sold for a week multiplied by the maximum weekly demand charge of $1.17kW. 

The Hourly Palo Verde Shaped index shall be determined as shown on Table A. 
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11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energ! supplied 
under this Service Schedule B: 

a) APS' actual Purchased Power costs 

111. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in fulfilling its obligations for Coordination Power under this Service Schedule B 
which otherwise would not have been incurred. 

B. Transmission and Ancillarv Service Rate Components: 

I. The Parties recognize that separate arrangements must be made for all required transmission and 
ancillary services associated with Power and Energy Exchange transactions. The Parties may negotiate 
the responsibility for costs related to all required transmission and ancillary services. If Purchaser 
obtains the required transmission and ancillary services, APS shall file a service agreement with the 
FERC placing the Purchaser under APS' Open Access Transmission Tariff. All pertinent 
arrangements for such services can be made directly with APS' Transmission Group personnel at: 

Arizona Public Service Company 
P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

11. In the alternative, Purchaser may request that APS' Merchant Group secure all transmission and 
ancillary services under APS' Open Access Transmission Tariff required to effect service to Purchaser. 
APS' Merchant Group shall have the option to decline such requests. 

Should the APS Merchant Group secure all transmission and related services, an appropriate Open 
Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the 
Purchaser for Power and/or Energy under this Electric Coordination Tariff No. 1 are listed on 
Attachment A. 



Arizona Public Service Company 
FERC Electric Coordination Tariff No. 1, Revision No. 4 
Service Schedule B 

Page B-6 

Appendix B-2 

ARIZONA PUBLIC SERVICE COMPANY 

Unit Revenue Constraint Methodology 

Determination of Ceiling Rates Applicable to Non-Returned Power and Energy Under Service 
Schedule B 

A. Generation Related Rate Component: 

I. For sales of non-returned Power and Energy exchange deliveries made by APS based on the costs of 
Palo Verde Unit No. 3, Purchaser shall pay a charge for unbundled generation related service not to 
exceed the following amounts to APS for Power and Energy supplied under this Service Schedule B: 

Maximum Demand Charge? 

Annual $ 438.8OkW 
Monthly $ 36.57kW 
Weekly $ 8.44kW 

Daily $ 1.69/kW6 
Hourly $ 0.1056/kW7 

plus 

Energy Charge: 

a) no less than 100% of APS’ System Incremental Costs (SIC), plus 
b) up to 10% of SIC 

Note A: The total charges for Power and Energy shall not exceed the product of the requested 
demand (kW) multiplied by the applicable Maximum Demand Charge in Section I 
above, plus the variable costs of Palo Verde Unit No. 3 (based on the second 
previous month’s cost data), and not withstanding the foregoing, a floor equal to 
100% of APS’ System Incremental Cost. 

Note B: The total amount of Power available for sales by APS under this Service Schedule 
and under other APS tariffs and agreements, for which the agreed upon demand 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the “AEP” 
methodology. 

ti The Daily rate of $1.69/kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of $8.44/kW. 

The hourly rate of $0.1056/kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $1.69/kW, and also not exceed the product of the 
number of kilowatts sold for a week multiplied by the maximum weekly demand charge of $8.44/kW. 
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charge is determined based on Palo Verde Unit No. 3, is limited to 370 MWS (APS' 
share of Palo Verde No. 3) on an hourly basis. 

Provided, however, the monthly ceiling rate and the monthly floor rate as defined above shall be the lesser 
of these rates: (i) developed utilizing the aggregate of APS' actual hourly SIC values during the month, or 
(ii) the rates as developed utilizing an aggregate of an hourly cents/kWh index in lieu of SIC. The hourly 
centskWh index shall be based on a Palo Verde Shaped Indexg. 

11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energy supplied 
under this Service Schedule B: 

a) APS' actual Purchased Power costs 

111. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in fulfilling its obligations for Coordination Power under this Service Schedu1e.B 
which otherwise would not have been incurred. 

B. Transmission and Ancillary Service Rate Components: 

I. The Parties recognize that separate arrangements must be made for all required transmission and 
ancillary services associated with Power and Energy Exchange transactions. The Parties may negotiate 
the responsibility for costs related to all required transmission and ancillary services. If Purchaser 
obtains the required transmission and ancillary services, APS shall file a service agreement with the 
FERC placing the Purchaser under APS' Open Access Transmission Tariff. All pertinent 
arrangements for such services can be made directly with APS' Transmission Group personnel at: . 

Arizona Public Service Company 
P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

11. In the alternative, Purchaser may request that APS' Merchant Group secure all transmission and 
ancillary services under APS' Open Access Transmission Tariff required to effect service to Purchaser. 
APS' Merchant Group shall have the option to decline such requests. 

Should the APS Merchant Group secure all transmission and related services, an appropriate Open 
Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the 
Purchaser for Power andor Energy under this Elecmc Coordination Tariff No. 1 are listed on 
Attachment A. 

* The Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 
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Appendix A-1 

ARIZONA PUBLIC SERVICE COMPANY 

Units Most Likely To Particiuate Methodology 

Determination of Ceiling Rates Applicable to Sales of Coordination Power and Energy Under Service 
Schedule A. 

A. Generation Related Rate Component: 

I. For sales of Coordination Power and Energy made by APS from certain APS resources, Purchaser 
shall pay a charge for unbundled generation related service not to exceed the following amounts to 
APS for Power and Energy supplied under Service Schedule A: 

Maximum Demand Charge: 

Annual $ 60.93kW 
Monthly $ 5.08kW 
Weekly $ 1.17kW 
Daily $ 0.23/kW2 
Hourly $ 0.0144kW3 

plus 

Energy Charge: 

a) no less than 100% of APS’ System Incremental Costs (SIC); plus 
b) up to 10% of SIC 

Provided. honever. tlie monthly ceiling rate as defined above shall be the lesser ofthis rate: i i )  developed 
ti t i lbincr  the awrerrate of AI’S’ acttial houri\. SIC \.slues durinrr the month. or (ii) the rate as developed 
utilizing an aggregate of an houri\; cenrs,’kWh index in l ieu of SIC. The howl\; cents.‘kWh index shall be 
based on a Palo Vercle Shaped lndcd. 

11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energy supplied 
under this Service Schedule A: 

* The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the “AEP” 
methodology. 

The Daily rate of $0.23kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of $1.17kW. 

The hourly rate of %O.O144kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $0.23kW, and also not exceed the product of the 
number of kilowatts sold for a week multiplied by the maximum weekly demand charge of $1.17/kW. 

5 The Ilouriv Palo Vcrtle Shnpcd lndcs sliall bc dctwniiied as shown on ‘fablc A. 
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. a) APS’ actual Purchased Power costs 

111. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in fulfilling its obligations for Coordination Power under this Service Schedule A 
which otherwise would not have been incurred. 

B. Transmission and Ancillary Service Rate Components: 

I. Purchaser shall be required to secure transmission and ancillary services from APS’ Transmission 
Group on its own behalf. If Purchaser obtains the required transmission and ancillary services, APS 
shall file a service agreement with the FERC placing the Purchaser under APS’ Open Access 
Transmission Tariff. All pertinent arrangements for such services can be made directly with APS’ 
Transmission Group personnel at: I .. 

Arizona Public Service Company 
P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

:L; 
, ./ 

11. In the alternative, Purchaser may request that APS’ Merchant Group secure all transmission and 
ancillary services under APS’ Open Access Transmission Tariff required to effect service to 
Purchaser. APS’ Merchant Group shall have the option to decline such requests. 

& 
Should the APS Merchant Group secure all transmission and related services, an appropriate Open 
Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the 
Purchaser for Power and/or Energy under this Electric Coordination Tariff No. 1 are listed on 
Attachment A. 
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f Ceiling Rates Applicable to Sales of Coordination Power and Energy Under Service 
Schedule A 

A. Generation Related Rate Component: 

I. For sales of Coordination Power and Energy made by APS based on the costs of Palo Verde Unit No. 
3, Purchaser shall pay a charge for unbundled generation related service not to exceed the following 
amounts to APS for Power and Energy supplied under Service Schedule A: 

Maximum Demand C h a r ~ e : ~  

Annual $ 438.80kW 
Monthly $ 36.57kW 
Weekly $ 8.44kW 

Daily $ 1.69kW6 
Hourly $ 0.1056/kW7 

plus 

Energy Charge: 

a) no less than 100% of APS’ System Incremental Costs (SIC), plus 
b) up to 10% of SIC 

Note A: The total charges for Power and Energy shall not exceed the product of the requested 
demand (kW) multiplied by the applicable Maximum Demand Charge in Section I 
above, plus the variable costs of Palo Verde Unit No. 3 (based on the second 
previous month’s cost data), and not withstanding the foregoing, a floor equal to 
100% of APS’ System Incremental Cost. 

Note B: The total amount of Power available for sales by APS under this Service Schedule 
and under other APS tariffs and agreements, for which the agreed upon demand 

j The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the “AEP” 
methodology. 

The Daily rate of $1.69kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of $8.44/kW. 

The hourly rate of $0.1056/kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $1.69kW, and also not exceed the product of the 
number of kilowatts sold for a week multiplied by the maximum weekly demand charge of %8.44kW. 
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Service Schedule A 

charge is determined based on Palo Verde Unit No. 3, is limited to 370 MWs (APS’ 
share of Palo Verde No. 3) on an hourly basis. 

Provided, kouever. the inonthlv ceilinc rate and the monttiiv floor rate as &tined above shall be the lesser 
o f  these rates: ( i )  developed utilizing the acgreepate of APS‘ actual hourlj. SIC values durinrr the month, or 
jii, [lie fates as dewloned utilizing an aovegatc of an hourlv centsAM‘h irides in licu of SIC. ’The hourlv 
cenrs’kWh index shall be based 011 a Palo Verde Shaped Index!. 

11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energy supplied 
under this Service Schedule A: 

a) APS’ actual Purchased Power costs 

111. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in fulfilling its obligations for Coordination Power under this Service Schedule A 
which otherwise would not have been incurred. 

B. Transmission and Ancillary Service Rate ComDonents: 

I. Purchaser shall be required to secure transmission and ancillary services from APS’ Transmission 
Group on its own behalf. If Purchaser obtains the required transmission and ancillary services, APS 
shall file a service agreement with the FERC placing the Purchaser under APS’ Open Access 
Transmission Tariff. All pertinent arrangements for such services can be made directly with APS’ 
Transmission Group personnel at: 

Arizona Public Service Company t 

P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

11. In the alternative, Purchaser may request that APS’ Merchant Group secure all transmission and 
ancillary services under APS’ Open Access Transmission Tariff required to effect service to Purchaser. 
APS’ Merchant Group shall have the option to decline such requests. 

Should the APS Merchant Group secure all transmission and related services, an appropriate Open 
Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the Purchaser 
for Power and/or Energy under this Electric Coordination Tariff No. 1 are listed on Attachment A. 
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Appendix B-1 

ARIZONA PUBLIC SERVICE COMPANY 

Units Most Likely to Particiuate Methodology 

Determination of Ceiling Rates Applicable to Non-Returned Power and Energy Under Service 
Schedule B 

A. Generation Related Rate Component: 

I. For sales of non-returned Power and Energy exchange deliveries made by APS from certain APS 
resources, Purchaser shall pay a charge for unbundled generation related service not to exceed the 
following amounts to APS for Power and Energy supplied under this Service Schedule B: 

Maximum Demand Charge:] 

Annual $ 60.93kW 

Weekly $ 1.17kW 
Daily $ 0.23/kW2 
Hourly $ 0.0144/kW3 

Monthly $ 5.0811~ 

plus 

Energy Charge: 

a) no less than 100% of APS' System Incremental Costs (SIC), plus 
b) up to 10% of SIC 

Provided. however. the nionthlv ceiling rate as detined above shall be the lesser of this rate: ( i)  developed 
utilizine the aggregate of APS' actual hourlv SIC values durinc the month. or (ii! the rate as developed 
utilizing an aw-esite of an hourlv cents'kWh index in lieu of SIC. The hourlv ceiits'kWi index shall be 
bawd on a Palo Verde Shaped Indcd. 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the "AEP" 
methodology. 

The Daily rate of $0.23/kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of $1.17kW. 

The hourly rate of $0.0144/kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $0.23/kW, and also not exceed the product of the 
number of kilowatts sold for a week multiplied by the maximum weekly demand charge of $l.l7/kW. 

2 I'he 1 IotirIy Palo Vcrde Slinpcd lnder shall he dctcnniiicd a> shown on Tablc A I 
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11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energy supplied 
under this Service Schedule B: 

a) APS' actual Purchased Power costs 

111. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in fulfilling its obligations for Coordination Power under this Service Schedule B 
which otherwise would not have been incurred. 

B. Transmission and Ancillary Service Rate Components: 

1. The Parties recognize that separate arrangements must be made for all required transmission and 
ancillary services associated with Power and Energy Exchange transactions. The Parties may negotiate 
the responsibility for costs related to all required transmission and ancillary services. If Purchaser 
obtains the required transmission and ancillary services, APS shall file a service agreement with the 
FERC placing the Purchaser under APS' Open Access Transmission Tariff. All pertinent 
arrangements for such services can be made directly with APS' Transmission Group personnel at: 

Arizona Public Service Company 
P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

11. In the alternative, Purchaser may request that APS' Merchant Group secure all transmission and' 
ancillary services under APS' Open Access Transmission Tariff required to effect service to Purchaser. 
APS' Merchant Group shall have the option to decline such requests. 

Should the APS Merchant Group secure all transmission and related services, an appropriate Open 
Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the 
Purchaser for Power and/or Energy under this Electric Coordination Tariff No. 1 are listed on 
Attachment A. 
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Appendix B-2 

ARIZONA PUBLIC SERVICE COMPANY 

Unit Revenue Constraint Methodology 

Determination of Ceiling Rates Applicable to Non-Returned Power and Energy Under Service 
Schedule B 

A. Generation Related Rate ComDonent: 

1. For sales of non-returned Power and Energy exchange deliveries made by APS based on the costs of 
Palo Verde Unit No. 3, Purchaser shall pay a charge for unbundled generation related service not to 
exceed the following amounts to APS for Power and Energy supplied under this Service Schedule B: 

Maximum Demand Char@: 5 

Annual $ 438.80kW 
Monthly $ 36.57kW 
Weekly $ 8.44kW 

Daily $ 1.69kW6 
Hourly $ O.1056kW7 

plus 

Energv Charge: 

a) no less than 100% of APS’ System Incremental Costs (SIC), plus 
b) up to 10% of SIC 

Note A: The total charges for Power and Energy shall not exceed the product of the requested 
demand (kW) multiplied by the applicable Maximum Demand Charge in Section I 
above, plus the variable costs of Palo Verde Unit No. 3 (based on the second 
previous month’s cost data), and not withstanding the foregoing, a floor equal to 
100% of APS’ System Incremental Cost. 

Note B: The total amount of Power available for sales by APS under this Service Schedule 
and under other APS tariffs and agreements, for which the agreed upon demand 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the “ A E P  
methodology. 

The Daily rate of $1.69kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of $8.44kW. 

The hourly rate of $0.1056/kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $1.69kW, and also not exceed the product of the 
number of kilowatts sold for a week multiplied by the maximum weekly demand charge of $8.44kW. 
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charge is determined based on Palo Verde Unit No. 3, is limited to 370 MWs (APS' 
share of Palo Verde No. 3) on an hourly basis. 

Provided. hoi+ever, Ihc monlhlv ceiling rate and the mnnthl\. floor rate as defined above shall be the I e s w  
of  these rates: ( i ,  developed urilizinr the agerczate of .4PS' actual hourlv SIC values durine the inonth. or 
(ii) thc rates as develolsed utilizine an aceregate of an hourly cenrs:kWh index in licu of SIC. Tha hiiurlv 
cents'kWh index shall be based on a Palo Verde Shaped Index$. 

11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energy supplied 
under this Service Schedule B: 

a) APS' actual Purchased Power costs 

111. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in fiilfilling its obligations for Coordination Power under this Service Schedule B 
which otherwise would not have been incurred. 

B. Transmission and Ancillary Service Rate Components: 

I. The Parties recognize that separate arrangements must be made for all required transmission and 
ancillary services associated with Power and Energy Exchange transactions. The Parties may negotiate 
the responsibility for costs related to all required transmission and ancillary services. If Purchaser 
obtains the required transmission and ancillary services, APS shall file a service agreement with the 
FERC placing the Purchaser under APS' Open Access Transmission Tariff. All pertinent' 
arrangements for such services can be made directly with APS' Transmission Group personnel at: 

Arizona Public Service Company . 
P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

11. In the alternative, Purchaser may request that APS' Merchant Group secure all transmission and 
ancillary services under APS' Open Access Transmission Tariff required to effect service to Purchaser. 
APS' Merchant Group shall have the option to decline such requests. 

Should the APS Merchant Group secure all transmission and related services, an appropriate Open 
Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the 
Purchaser for Power andor Energy under this Electric Coordination Tariff No. 1 are listed on 
Attachment A. 
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Citizens utilities Company, APS-FERC Rate Schedule 225 
’ ApS Contract No. 48167 

SERVICE SCHEDULE A - WHOLESALE POWER 
TO THE 

POWER SERVICE AGREEMENT 
BETWEEN 

ARIZONA PUBLIC SERVICE COMPANY 
AND 

CITIZENS UTILITIES COMPANY 

EXHIBIT B 

DETERMINATION OF CEILING AND MINIMUM RATES APPLICABLE 
TO SALE OF WHOLESALE POWER UNDER SERVICE SCHEDULE A 

I. .Sales of Wholesale Power made by APS under the terms and conditions of Service Schedule A to the 
Wholesale Power Service Agreement shall be based on the costs of Palo Verde Unit No. 3. Citizens shall 
pay a charge not to exceed the following amounts to APS for power and energy supplied under Service 
Schedule A: 

Maximum Demand Charge:’ 
Annual $515.83kW 
Monthly $ 42.99kW 
Weekly $ 9.92kW 
Daily $ 1.98kW’ 
Hourly $ O.1238kW3 

plus 

Energy Charge: 

a) no less than 100% of APS’ System Incremental Costs (SIC), plus 

b) up to 10% of SIC4 

Note A: The total charges for Power and Energy shall not exceed the product of the requested 
demand (kW) multiplied by the applicable Maximum Demand Charge in Section 1 above, plus the 
variable costs of Palo Verde Unit No. 3 (based on the second previous month’s cost data), and not 
withstanding the foregoing, a floor equal to 100% of APS’ System Incremental Cost. 

Note B: The total amount of Power available for sales by APS under this Service Schedule and 
under other APS tariffs and agreements, for which the agreed upon demand charge is determined 
based on Palo Verde Unit No. 3, is limited to 370 MW(APS’ share of Palo Verde No. 3) on an 
hourly basis. 

11. The minimum charge for service under Service Schedule A shall be the SIC. 

Provided, however, the monthly ceiling rate and monthly minimum rate as defined in parts I and I1 above, shall be 
the lesser of these rates: (i) developed utilizing the aggregate of APS’ actual hourly SIC values during the month, or 

’ The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the “AEP” methodology 
The Daily rate of $1 98kW shall not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 

demand charge of S9.92kW. 
The hourly rate of SO.1238kW shall not exceed the product of the number of kilowatts sold for a day multiplied by the maximum daily 

demand charge of $1.98kW, and also not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 
demand charge of $9.92kW. 

Whenever the SIC for an hour is based on Purchased Power. the 10% mark-up shall be limited to one millkWh. 

B-1 
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(ii) the rates as developed utilizing the aggregate of hourly centskWh index in lieu of SIC. The hourly centskWh 
index shall be based on a Palo Verde Shaped Index’. 

111. Citizens shall also be responsible for purchased power costs, and for any other costs incurred by APS in 
fulfilling its obligations for power and energy under this Service Schedule A which otherwise would not 
have been incurred. 

The Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 
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SERVICE SCHEDULE B 
(SUPPLEMENTAL CAPACITY) 

TO THE 
POWER SERVICE AGREEMENT 

BETWEEN 
ARIZONA PUBLIC SERVICE COMPANY 

AND 
CITIZENS UTILITIES COMPANY 

EXHIBIT A 

DETERMINATION OF CEILING AND MINIMUM RATES APPLICABLE 
TO SALE OF SUPPLEMENTAL CAPACITY UNDER SERVICE SCHEDULE B. 

I. Sales of Supplemental Capacity and related energy made by APS under the terms and conditions of Service 
Schedule B to the Wholesale Power Service Agreement from certain APS resources shall not exceed the following 
amounts: 

Maximum Demand Charge:' 
Annual $105.77/kW 
Monthly $ 8.81kW 
Weekly $ 2.03kW 
Daily $ 0.41/kW2 
Hourly $ 0.0256/kW3 

plus 

Energy Charge: 

a) no less than 100% of APS' System. Incremental Costs (SIC), plus 
b) u p  to 10% of SIC4 

11. The minimum charge for service under Service Schedule B shall be the SIC. 

Provided, however, the monthly ceiling rate and monthly minimum rate as defined in parts I and I1 above, shall be 
the lesser of these rates: (i) developed utilizing the aggregate of APS' actual hourly SIC values during the month, or 
(ii) the rates as developed utilizing the aggregate of hourly cents/kWh index in lieu of SIC. The hourly centskWh 
index shall be based on a Palo Verde Shaped Index'. 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the "AEP" methodology. 

The Daily rate of SOAIkW shall not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 

demand charge of S2.03kW. 

The hourly rate of $O.O256kW shall not exceed the product of the number of kilowatts sold for a day multiplied by the maximum daily 
demand charge of $0.41kW, and also not exceed the product of the number of kilowatts sold for a week multiplied by the 
weekly demand charge of $2.03kW. maximum 

Whenever the SIC for an hour is based on Purchased Power, the 10% mark-up shall be limited to one millkWh 

The Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 

A- 1 
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Citizens shall also be responsible for purchased power costs, and for any other costs incurred by APS in 
fulfilling its obligations for supplemental capacity and energy under this Service Schedule B which 
otherwise would not have been incurred. 
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SERVICE SCHEDULE C - SUPPLEMENTAL PEAKMG ENERGY 
TO THE 

POWER SERVICE AGREEMENT 
BETWEEN 

ARIZONA PUBLIC SERVICE COMPANY 
AND 

CITIZENS UTILITIES COMPANY 

EXHIBIT A 

DETERMINATION OF CEILING AND MINIMUM RATES APPLICABLE TO SALE OF SUPPLEMENTAL 
PEAKING ENERGY UNDER SERVICE SCHEDULE B 

I. Sales of Supplemental Peaking Energy made by APS under the terms and conditions of Service Schedule 
C to the Wholesale Power Service Agreement from certain APS resources shall not exceed the following 
amounts: 

Maximum Demand Charge:i 

Annual 
Monthly 
Weekly 
Daily 
Hourly 

$105.77/kW 
$ 8.81kW 
$ 2.03kW 
$ 0.41kW2 
$ 0.0256kW' 

plus 

Enersv Charge: 

a) no less than 100% of APS' System Incremental Costs 
(SIC), plus 

11. The minimum charge of service under Service Schedule C shall be the SIC. 

Provided, however, the monthly ceiling rate and monthly minimum rate as defined in parts I and XI above, shall be 
the lesser of these rates: (i) developed utilizing the aggregate of APS' actual hourly SIC values during the month, 
or (ii) the rates as developed utilizing the aggregate of hourly centskWh index in lieu of SIC. The hourly 
centskWh index shall be based on a Palo Verde Shaped Indexs. 

' The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the "AEP" methodology. 

The Daily rate of $0.41/kW shall not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 
demand charge of $2.03/kW. 

' The hourly rate of $O.O256/kW shall not exceed the product of the number of kilowatts sold for a day multiplied by the maximum daily 
demand charge of $0.4l/kW, and also not exceed the product of the number pf  kilowatts sold for a week multiplied by the maximum 
weekly demand charge of S2.03kW. 

' Whenever the SIC for an hour is based on Purchased Power, the 10% mark-up shall be limited to one mili/kWh. 

The Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 
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111. Citizens shall also be responsible for purchased power costs, and for any other costs incurred by APS in 
fulfilling its obligations for supplemental peaking energy under this Service Schedule C which otherwise 
would not have been incurred. 
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Citizens Utilities Company, APS-FERC Rate schedule 225 
APS contract No. 48167 

SERVICE SCHEDULE A - WHOLESALE POWER 
TO THE 

POWER SERVICE AGREEMENT 
BETWEEN 

ARIZONA PUBLIC SERVICE COMPANY 
AND 

CITIZENS UTILITIES COMPANY 

EXHIBIT B 

DETERMINATION OF CEILING AND MINIMUM RATES APPLICABLE 
TO SALE OF WHOLESALE POWER UNDER SERVICE SCHEDULE A 

I. .Sales of Wholesale Power made by APS under the terms and conditions of Service Schedule A ,to the 
Wholesale Power Service Agreement shall be based on the costs of Palo Verde Unit No. 3. Citizens shall 
pay a charge not to exceed the following amounts to APS for power and energy supplied under Service 
Schedule A: 

Maximum Demand Charge:’ 
Annual $515.83/kW 
Monthly $ 42.99kW 
Weekly $ 9.92kW 
Daily $ 1.98kW2 
Hourly $ 0.1238/kW3 

plus 
t 

Energy Charge: 

a) no less than 100% of APS’ System Incremental Costs (SIC), plus 

b) up to 10% of SIC4 

Note A: The total charges for Power and Energy shall not exceed the product of the requested 
demand (kW) multiplied by the applicable Maximum Demand Charge in Section 1 above, plus the 
variable costs of Palo Verde Unit No. 3 (based on the second previous month’s cost data), and not 
withstanding the foregoing, a floor equal to 100% of APS’ System Incremental Cost. 

, 

Note B: The total amount of Power available for sales by APS under this Service Schedule and 
under other APS tariffs and agreements, for which the agreed upon demand charge is determined 
based on Palo Verde Unit No. 3, is limited to 370 MW(APS’ share of Palo Verde No. 3) on an 
hourly basis. 

11. The minimum charge for service under Service Schedule A shall be the SIC. 

Provided. ho\vcver. the monthly cciling rate and monthly minimum rate as defined in parts 1 and 11 abox ,  shall bc 
the lesser ofthese rates: (i) develoned utilizine the amreeatc of APS’ actual hourly SIC values durinrl ttic month, or 

’ The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the ”AEF”’ methodology 
The Daily rate of $1.98/kW shall not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 

demand charge of %9.92/kW. 
The hourly rate of %0.1238/kW shall not exceed the product of the number of kilowatts sold for a day multiplied by the maximum daily 

demand charge of $1.98/kW, and also not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 
demand charge of S9.92kW. 

Whenever the SIC for an hour is based on Purchased Power, the 10% mark-up shall be limited to one millkWh. 

B-1 
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SERVICE SCHEDULE B 
(SUPPLEMENTAL CAPACITY) 

TO THE 
POWER SERVICE AGREEMENT 

BETWEEN 
ARIZONA PUBLIC SERVICE COMPANY 

AND 
CITIZENS UTILITIES COMPANY 

EXHIBIT A 

DETERMINATION OF CEILING AND MINIMUM RATES APPLICABLE 
TO SALE OF SUPPLEMENTAL CAPACITY UNDER SERVICE SCHEDULE B. 

I. Sales of Supplemental Capacity and related energy made by APS under the terms and conditions of Service 
Schedule B to the Wholesale Power Service Agreement from certain APS resources shall not exceed the following 
amounts: 

Maximum Demand Charge:' 
Annual $105.77kW 

Weekly $ 2.03kW 
Daily $ O.41kW2 
Hourly $ 0.0256kW3 

Monthly $ 8.81kW 

plus 

. Energv Charge: 

a) no less than 100% of APS' System. Incremental Costs (SIC), plus 
b) u p  to 10% of SIC4 

11. The minimum charge for service under Service Schedule B shall be the SIC. 

Provided. however. the moiithl~ ceiling rate and monthlv minimum rate as detined in parts I and II above. shall be 
the lesser of these rates: ( i )  developed titilizing the aegregate of APS actual houri\ SIC ~a lues  diirinc thc month, or 
f i i )  thc r a m  as devclopcd utilizinn the aperegate of hourlv cents kWl1 index in lieu of SIC. The hourlb cents kWli 
index shall be bascd on a Palo Verde S h a r d  Indesz. 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the "AEP" methodology. 

The Daily rate of $0.41kW shall not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 

demand charge of $2.03kW. 

The hourly rate of S0.0256kW shall not exceed the product of the number of kilowatts sold for a day multiplied by the maximum daily 
demand charge of $0.41/kW, and also not exceed the product of the number of kilowatts sold for a week multiplied by the 
weekly demand charge of $2.03kW. maximum 

* Whenever the SIC for an hour is based on Purchased Power, the 10% mark-up shall be limited to one millkWh. 

2 l h e  Ilourl\ Palo \,erdr. Shaped Index shall be derzrmined as shown (vi I able A. 
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111. Citizens shall also be responsible for purchased power costs, and for any other costs incurred by APS in 
fklfilling its obligations for supplemental capacity and energy under this Service Schedule B which 
otherwise would not have been incurred. 

A- 2 



Citizens Utilities Company, APS-FERC Rate Schedule 225 
APS Contract No. 48169 

SERVICE SCHEDULE C - SUPPLEMENTAL PEAKING ENERGY 
TO THE 

POWER SERVICE AGREEMENT 
BETWEEN 

ARIZONA PUBLIC SERVICE COMPANY 
AND 

CITIZENS UTILITIES COMPANY 

EXHIBIT A 

DETERMINATION OF CEILING AND MINIMUM RATES APPLICABLE TO SALE OF SUPPLEMENTAL 
PEAKING ENERGY UNDER SERVICE SCHEDULE B 

I.  Sales of Supplemental Peaking Energy made by APS under the terms and conditions of Service Schedule 
C to the Wholesale Power Service Agreement from certain APS resources shall not exceed the following 
amounts: 

Maximum Demand Charge:l 

Annual 
Monthly 
Weekly 
Daily 
Hourly 

$105.77/kW 
$ 8.81kW 
$ 2.03kW 
$ 0.41/kW2 
$ 0.O256/kW3 

plus 

Energy Charge: 

a) no less than 100% of APS' System Incremental Costs 
(SIC), plus 

b) up to 10% of s1c4 

11. The minimum charge of service under Service Schedule C shall be the SIC. 

Provided, however. the monthly ceiling rate and rnonthlv mininitim rate as defined in parts i. and II  above, shall be 
the lesser of these rates: ( i )  develoixd utilizing the arrqrepate of  APS' actual hourh SIC values during the month, 
or ( i i )  the rates as dckeloped utilizing the aggregate of houri! cenrs;l*Wh index in lieu of SIC. The Iiourlv 
cents'kWh index shall be based on a Palo Verde Shaped Index?. 

' The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the "AEP methodology. 

* The Daily rate of S0.41kW shall not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 
demand charge of S2.03kW. 

' The hourly rate of S0.0256kW shall not exceed the product of the number of kilowatts sold for a day multiplied by the maximum daily 
demand charge of S0.4IlkW, and also not exceed the product of the number of kilowatts sold for a week multiplied by the maximum 
weekly demand charge of S2.03kW. 

' Whenever the SIC for an hour is based on Purchased Power, the 10% mark-up shall be limited to one millkWh. 

!'I hr lluurh Palo Vrrde Shaiwl Indcu shall he dctclmined 3s shown on I'ahle 4 
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111. Citizens shall also be responsible for purchased power costs, and for any other costs incurred by APS in 
fulfilling its obligations for supplemental peaking energy under this Service Schedule C which otherwise 
would not have been incurred. 
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Colorado River Commission of Nevada, APS FERC Rate Schedule 23 1 
APS Contract 48295 

a) Maximum Demand Charge!: 
Annual: $94.21/kW 
Monthly: $ 7.85kW 
Weekly: $ 1.81kW 
Daily: $ 0.36kW' 
Hourly: $ 0.0225/kW6 

b) APS's actual purchased power costs; plus 
c) a one mill adder 

Provided, however, the monthly ceiling rate as defined in parts I and 11-A above, shall be the lesser 
of this rate: (i) developed utilizing the aggregate of APS' actual hourly SIC values during the month, 
or (ii) the rate as developed utilizing the aggregate of hourly centdkWh index in lieu of SIC. The 
hourly centskWh index shall be based on a Palo Verde Shaped Index'. 

11-B. When a sale of Power and/or Energy made by APS is conditioned upon APS acquiring 
purchased power for the explicit purpose of fulfilling APS's obligations for transactions 
hereunder and for which APS's system does not standby to supply Firm Power and Energy 
from its own resources, CRC shall pay the following amounts to APS for Power and Energy 
supplied under this Agreement: 

a) APS's actual purchased power costs; plus 
b) a transmission adder of 2.9 mills/kWh for use of APS's transmission system; plus 
c) a one mill adder when such purchased power transactions are less than one year in 
duration. 

I 

111. For purposes of determining the maximum charge, CRC shall also be responsible for any 
taxes, purchased power costs, and for any other costs incurred by APS in fulfilling its 
obligations for Power and Energy under this Agreement which otherwise would not have been 
incurred. 

Effective Date: 

' The maximum demand charge for weekly, daily and hourly period were computed utilizing the "AEP" 
methodology. 

the maximum weekly demand charge of $1.81. 
The daily rate of $0.36/KW shall not exceed the product of the number of kilowatts sold for a week multiplied by 

The hourly rate of $0.0225kW shall not exceed the product of the number of kilowatts sold for a day multiplied 
by the maximum daily demand charge of $0.36kW, and also not exceed the product of the number of kilowatts sold 
for a week multiplied by the maximum weekly demand charge of $1.81kW. 

' The Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 

B-2 
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Colorado River Commission of Nevada, APS FERC Rate Schedule 23 1 
APS Contract 48295 

8 

ELECTRIC POWER SERVICE AGREEMENT 
BETWEEN 

COLORADO RIVER COMMISSION OF NEVADA 
AND 
APS 

EXHIBIT B 

Determination of Maximum Charges Applicable to the Sale 
of Power and Energy to CRC. 

I. For sales of Power and Energy made by APS to CRC from certain APS resources, 
CRC shall pay a charge not to exceed the following amounts: 

Maximum Demand Charge': 
Annual: $94.21/kW 
Monthly: $ 7.85kW 
Weekly: $ 1.81kW 
Daily: $ 0.36/kW2 
Hourly: $ 0.0225/kW3; plus 

Energy Charge: 

a) 100% of APS's System Incremental Costs (SIC); plus 
b) up to 10% of SIC 

11-A. When APS purchases Power and/or Energy from other entities for economic purposes to 
fulfill its system obligations, and should such purchases(s) subsequently be determined to be 
the basis for determination of the SIC for transactions under this Agreement for which APS 
stands ready to supply Power and Energy from its own resources, CRC shall pay a charge not 
to exceed the following amounts to APS for Power and Energy supplied under this 
Agreement: 

' The maximum demand charge for weekly, daily and hourly period were computed utilizing the "AEP" methodology. 

* The daily rate of $0.36/kW shall not exceed the product of the number of kilowatts sold for a week multiplied by the 
maximum weekly demand charge of $1.81/kW. 

The hourly rate of $0.0225kW shall not exceed the product of the number of kilowatts sold for a day multiplied 
by the maximum daily demand charge of $0.36kW, and also not exceed the product of the number of kilowatts sold 
for a week multiplied by the maximum weekly demand charge of $1.8 1kW. 

B- 1 
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a) Maximum Demand Chargei: 
Annual: $94.21/kW 
Monthly: !$ 7.85kW 
Weekly: $ 1.81lkW 
Daily: $ 0.36kW' 
Hourly: $ 0.0225/kW6 

b) APS's actual purchased power costs; plus 
c) a one mill adder 

* 

Provided. houever. the monthly ceilinz rate as defined in parts I and 11-A above. shall be the lesser 
ofthis rate: (i) develoDed utilizing the aggregate of. APS' actual hourlv SIC values during the month, 

hourly caits/kWh iiidex shall he based on a Palo Verde Shaued Index:. 
~ 

11-B. 

111. 

When a sale of Power and/or Energy made by APS is conditioned upon APS acquiring 
purchased power for the explicit purpose of fulfilling APS's obligations for transactions 
hereunder and for which APS's system does not standby to supply Firm Power and Energy 
from its own resources, CRC shall pay the following amounts to APS for Power and Energy 
supplied under this Agreement: 

a) APS's actual purchased power costs; plus 
b) a transmission adder of 2.9 mills/kWh for use of APS's transmission system; plus 
c) a one mill adder when such purchased power transactions are less than one year in 
duration. 

For purposes of determining the maximum charge, CRC shall also be responsible for any 
taxes, purchased power costs, and for any other costs incurred by APS in fulfilling its 
obligations for Power and Energy under this Agreement which otherwise would not have been 
incurred. 

Effective Date: 

The maximum demand charge for weekly, daily and hourly period were computed utilizing the "AEP" 

The daily rate of $0.36/KW shall not exceed the product of the number of kilowatts sold for a week multiplied by 
methodology. 

the maximum weekly demand charge of $1.8 1 .  

The hourly rate of $O.O225/kW shall not exceed the product of the number of kilowatts sold for a day multiplied 
by the maximum daily demand charge of $0.36/kW, and also not exceed the product of the number of kilowatts sold 
for a week multiplied by the maximum weekly demand charge of $1.81/kW. 
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Service Agreement under APS' Market Rate Tariff 

Tohono O'odham Utility Authority 
I ," 

Conformed & Red-Lined Copy 



Market Rate Tariff No. 1, Service Agreement 
Supplement No. 1-Revision No. 1 

Tohono Oodham Utility Authority 
APS Contract No. 48635 

Exhibit I 

RATES FOR POWER SUPPLY 

The following rates and charges shall be applicable to Customer for the services provided under this 
Supplement No. 1. Customer shall pay Company monthly for such services in accordance with the 
following rate provisions: 

1. Base Monthly Rate 

1.1 Customer Charge: $4 17/month per month, plus 

1.2 Demand Charge: $12.00/kW times the Monthly Billing Demand, Plus 

1.3 Energy Charge: Higher of (i) $0.02 10 per kWh, or 
(ii) SIC per hour 

Provided, however, that the monthly energy charge as defined above shall be the lesser of this 
charge: (i) developed utilizing the aggregate of APS actual hourly SIC values during the month, 
or (ii) the rate as developed utilizing an aggregate of an hourly centskWh index in lieu of SIC. 
The hourly centdkWh index shall be based on a Palo Verde Shaped Index]. 

2. Base Monthly Minimum: 

2.1 Customer Charge, plus 

2.2 Demand Charge 

3. Determination of Monthly Billing Demand and Monthly Billing Enerw: 

3.1 Monthly Billing Demand: The Monthly Billing Demand shall be the higher of: 

3.1.1 The applicable Contract Demand, or 

3.1.2 The demand determined by using the formula: 

APSKW =HMKW - (HKW + PDKW) 

Where: 

APSKW = The highest 60-minute integrated demand kW provided by Company to 
Customer during the billing month at the Point of Delivery, plus 
Transmission Losses. In no event shall this amount be less than zero. 

HMKW = The highest integrated metered demand at the Point of Delivery during 
any 60-minute period of the billing month. 

HKW = The highest Hoover Resource kW utilized by Customer at the Point of 
Delivery during the applicable billing month. 

PDKW = The highest P-D Resource kW utilized by the Customer at the Point of 
Delivery during the applicable billing month. 

' Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 

1 



Market Rate Tariff No. 1, Service Agreement 
Supplement No. 1-Revision No. 1 

Tohono Oodham Utility Authority 
APS Contract No. 48635 

ARIZONA PUBLIC SERVICE COMPANY 

Signature: 

Name: 

Title: 

Date: 

3.2 Monthly Billinp Energv: The Monthly Billing Energy shall be determined as follows: 

A P S K m  = TKWH - (HKWH + PDKWH + FKWH) 

TOHONO O'ODHAM UTILITY AUTHORITY 

Signature: 

Name: 

Title: 

Date: 

Where: 

APSKWH = 

TKWH = 

HKWH= 

PDKWH = 

FKWH = 

The Monthly Billing Energy provided by Company to Customer at the 
Point of Delivery, plus Transmission Losses during the current billing 
month, however in no event shall this amount be less than zero. 

The total number of kWh delivered and metered at the Point of 
Delivery during the applicable billing month. 

The Hoover Resource kWh utilized by the Customer at the Point of 
Delivery during the applicable billing month. 

The P-D kWh utilized by the Customer at the Point of Delivery during 
the applicable billing month. 

The total Firming Energy kWh utilized by Customer at the Point of 
Delivery during the applicable billing month. 

4. Charges for Transmission Service: 

The APS Merchant Group has executed a Service Agreement for Network Integration 
Transmission Service ("Network Service") under Part I11 of APS' Open Access Transmission 
Tariff (''OATT") on file with the Commission in order to effect delivery of power and energy 
pursuant to this transaction. The cost associated with the Transmission Service and all applicable' 
ancillary services shall be absorbed by APS' Merchant Group and are subsumed within the charges 
for the Base Monthly Rate in Section 1 hereof. 

The monthly demand charge for Network Service shall be calculated in accordance with Sections 
34.1, 34.2 and 34.3 (See Attachment 1)  of APS' OATT and the Annual Transmission Revenue 
Requirements specified in Attachment H thereto (See Attachment 2). Ancillary services shall be 
calculated monthly in accordance with Schedules 1 , 2,3 ,5  and 6 of the OATT (see Attachments 3, 
4,5,6 and 7). 

2 
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Market Rate Tariff No. 1, Service Agreement 
Supplement No. 1-Revision No. 1 

Tohono O'odham Utility Authority 
APS Contract No. 48635 

Exhibit 1 

RATES FOR POWER SUPPLY 

The following rates and charges shall be applicable to Customer for the services provided under this 
Supplement No. 1. Customer shall pay Company monthly for such services in accordance with the 
following rate provisions: 

1. Base Monthly Rate 

1.1 Customer Charge: $4 17/month per month, plus 

1.2 Demand Charge: %12.00/kW times the Monthly Billing Demand, Plus 

1.3 Energy Charge: Higher of (i) $0.0210 per kWh, or 
(ii) SIC per hour 

I 
Provided, however. that the nionrliiv enerrrL charce as defined above sliall be the lesser of this 
charae: (i) dewloped utilizing the aecregate of AI'S actual liourlv SIC values during the month, 
or (ii) the rate as develo~ed utilizing an aggrecate of an liourlv centsjkWh indey in lieu of SIC. 
Thc hour11 ccnts;kWti index shall bc based on a Palo Vcrdr: Shaped Inded. 

2. Base Monthlv Minimum: 

2.1 Customer Charge, plus 

2.2 Demand Charge 

3. Determination of Monthlv Billing Demand and Monthly Billing Enerev: t 

3.1 Monthlv BillinP Demand: The Monthly Billing Demand shall be the higher of: 

3.1.1 The applicable Contract Demand, or 

3.1.2 The demand determined by using the formula: 

APSKW = HMKW - (HKW + PDKW) 

Where: 

APSKW = The highest 60-minute integrated demand kW provided by Company to 
Customer during the billing month at the Point of Delivery, plus 
Transmission Losses. In no event shall this amount be less than zero. 

HMKW = The highest integrated metered demand at the Point of Delivery during 
any 60-minute period of the billing month. 

HKW = The highest Hoover Resource kW utilized by Customer at the Point of 
Delivery during the applicable billing month. 

PDKW = The highest P-D Resource kW utilized by the Customer at the Point of 
Delivery during the applicable billing month. 

1 Hourly Palo Vcrde Shaped lndex sliall bc determined as shown on Table A. I 



Market Rate Tariff No. 1, Service Agreement 
Supplement No. 1 -Revision No. 1 

ARIZONA PUBLIC SERVICE COMPANY 

Tohono Oodham Utility Authority 
APS Contract No. 48635 

TOHONO O'ODHAM UTILITY AUTHORITY 

3.2 Monthly Billing Energy: The Monthly Billing Energy shall be determined as follows: 

APSKWH = T K W  - (HKWH + PDKWH + FKWH) 

Signature: 

Name: 

Where: 

APSKWH = 

TKWH = 

HKWH = 

PDKWH = 

FKWH = 

Signature: 

Name: 

The Monthly Billing Energy provided by Company to Customer at the 
Point of Delivery, plus Transmission Losses during the current billing 
month, however in no event shall this amount be less than zero. 

Title: 

Date: 

The total number of kWh delivered and metered at the Point of 
Delivery during the applicable billing month. 

Title: 

Date: 

The Hoover Resource k W h  utilized by the Customer at the Point of 
Delivery during the applicable billing month. 

The P-D kWh utilized by the Customer at the Point of Delivery during 
the applicable billing month. 

The total Firming Energy kWh utilized by Customer at the Point of 
Delivery during the applicable billing month. 

CharPes for Transmission Service: 

The APS Merchant Group has executed a Service Agreement for Network Integration 
Transmission Service ("Network Service") under Part 111 of APS' Open Access Transmission 
Tariff ("OATT") on file with the Commission in order to effect delivery of power and energy 
pursuant to this transaction. The cost associated with the Transmission Service and all applicable 
ancillary services shall be absorbed by APS' Merchant Group and are subsumed within the charges 
for the Base Monthly Rate in Section 1 hereof. 

I 

4. 

Effective: Effective Billing Date 

2 



Revisions to Fuel Adjustment Clauses 
in APS Wholesale Power Contracts: 

Electrical District No. 3 (APS-FERC Rate Schedule No. 12) 
Electrical District No. 1 (APS-FERC Rate Schedule No. 68) 

Southern California Edison (APS-FERC Rate Schedule No. 120) 
San Carlos Irrigation Project (APS-FERC Rate Schedule No. 201) 

Revisions to Fuel Adjustment Clauses 
in APS Market Rate Tariff Service Agreements: 

Exhibit E l  

Majority Districts 
City of Wickenburg 

Includes Conformed and Red-Lined Copies 

NOTE: Exhibits I(A) and I(B) of each of the contracts or  service agreements listed 
above are identical (in their original form and as revised). Applicants propose to 
add a new Exhibit I(C) to each of the contracts. 
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EXHIBIT I(A) 

FUEL COST ADJUSTMENT CLAUSE 

(1) The billingl’ for service rendered during the billing month shall be increased or decreased by an adjustment 
amount per kilowatthour of sales (to the nearest 0.000 12) equal to the difference between the fuel cost per 
kilowatthour of sales for that month and the base period, calculated as follows: 

F 
S 

Adjustment Factor = - - 1.2438 $kWh 

Where: “F” is the expense of fossil and nuclear fuel and certain purchased power costs in the current 
period and “S” is the kWh sales in the current period, as defined below. 

(i) The applicable corrected monthly fuel adjustment factor for any given month shall be capped at a 
level that is no greater than the average of the actual corrected fuel adjustment factor for the same 
month for 1998 and 1999. 

The calculation of the applicable monthly “Hold Harmless” corrected fuel adjustment factor shall 
be performed in accordance with Exhibit I(C). - 

(2) Fuel and purchased power costs (F) shall be the cost of: 

Fossil and nuclear fuel consumed in the Company’s own plants, and the Company’s share of fqssil 
and nuclear fuel consumed in jointly owned or leased plants; plus 

the actual identifiable fossil and nuclear fuel costs associated with energy purchased for reasons 
other than identified in paragraph (2)(iii) below; plus 

the net energy cost of energy purchases, exclusive of capacity or demand charges (irrespective of 
the designation assigned to such transactions) when such energy is purchased on an economic 
dispatch basis. Included therein may be such costs as the charges for economy energy purchases 
and the charges as a result of scheduled outage, all such kinds of energy being purchased by the 
Company to substitute for its own higher cost energy; and less 

the cost of fossil and nuclear fuel recovered through all inter-system sales and specific deliveriesy; 
plus 

a credit to allowable fuel and purchase power costs which passes to jurisdictional customers 75% 
of the benefits of sales transactions made under the aegis of the Conformed Western Systems 
Power Pool Agreement. Such credit shall be calculated in accordance with Exhibit I(B). 

~ 

1’ Billing under this clause will preliminarily be based on the billing month’s sales multiplied by the adjustment factor 
determined from the second preceding month. The billing thus determined will be corrected to the adjustment factor 
determined for the billing month. Such correction will be made two months after the preliminary billing. 
2’ Specific deliveries are intended to include transactions for which the rate is tied to fuel costs of specific plants or 
units. 

h:\! fedregkic\fac\fac.doc 
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Sales (S) shall be all kWh’s sold, excluding inter-system sales and specific deliveries. Where for any 
reason, billed system sales cannot be coordinated with fuel costs for the billing period, sales may 
be equated to the sum of (i) generation, (ii) firm purchases, (iii) economy purchases, less (iv) 
energy associated with pumped storage operations, less (v) inter-system sales rzferred to in 
paragraph (2)(iv) above, less (vi) total system losses. 

The adjustment factor developed according to this procedure shall be modified to properly allow for losses 
(estimated if necessary) associated only with wholesale sales for resale. 

The adjustment factor developed according to this procedure may be further modified to allow the recovery 
of gross receipts and other similar revenue based tax charges occasioned by the fuel adjustment revenues. 

(a) The cost of fossil fuel shall include those items listed in Account 151 of the Commission’s 
Uniform System of Accounts for Public Utilities and Licenses. The cost of nuclear fuel shall be 
that as shown in Account 5 18, except that if Account 5 18 also contains any expense for fossil fuel 
which has already been included in the cost of fossil fuel, it shall be deducted from this account. 
(Paragraph C of Account 51 8 includes the cost of other fuels used for ancillary steam facilities.) 

(b) The cost of both fossil fuel and nuclear fuel shall also reflect all refunds and credits (including any 
applicable interest) not in excess of $25,000 for the FERC jurisdictional allocation of any single 
refundcredit received from fuel supplierslvendors applicable to previous period (non-current) 
payments made to such suppliedvendors for fuel or other related allowable expenses. If such 
refundshedits are not passed through and credited to applicable fuel accounts for more than one 
billing cycle after the Company’s receipt of such refundshedits, the Company shall include an 
appropriate interest credit computed in accordance with 18 C.F.R. §35.19(a). 

Notwithstanding the specified aforementioned treatment of fuel and purchased power costs for purposes of 
inclusion in determining the Company’s monthly Fuel Cost Adjustment Clause (FAC) factor, the following 
specific creditddebits to Account 5 18 (nuclear fuel expenses) related to Spent Nuclear Fuel Disposal Cost 
refunds received from the United States Department of Energy covering the period October, 1986 through 
January, 1994 shall be allowed for inclusion in computing applicable monthly FAC factors: 

10186 
07/88 
10188 
10189 
12190 
01/91 
0219 1 
0319 1 
0419 1 
0519 1 
0619 1 

($2,232) 
($5,526) 

($15,534) 
($18,970) 

($2,175,153) 
($63,884) 
($59,363) 
($63,98 1)  
($52,520) 
($54,089) 
($69,544) 

0719 1 
0818 1 
0919 1 
1019 1 
11/91 
1219 1 
02192 
06/92 
07/92 
0 1 I94 

($80,234) 
($69,045) 
($64,688) 
($59,390) 
($39,207) 
$550,519 

($147,600) 
$1 1,136 

($543,3 1 2) 
$38 1,252 

Additionally, credits to Accounts 501, 547, and 555 related to refunds received from El Paso Natural Gas 
Company as a result of FERC Docket Nos. RP90-81-000, RP91-26-000, RP91-188-000, and W92-60-000 
shall be allowed for inclusion in computing applicable monthly FAC factors. In the aggregate, such credits 
covering the period March 1990 through July 1994 are in the amount of ($1,168,468). 
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EXHIBIT I(B) 

SAMPLE 
COMPUTATION OF WSPP CREDIT 

FOR INCLUSION IN FERC FUEL ADJUSTMENT 

MONTH OF: 

Economy Sales/ 
Unit Commitment Sales/ 
System Capacity Sales: 

Customer 

IADWP 
NPC 
SCE 
SDG&E 
SMUD 

(1) (2) (3) (4) 

(9 (S) (a Col(1) - Col(2) - Col(3) 

Total 
Sales Revenue Fuel Cost Wheelinci Cosf” Markup 

23,150 17,703 106 
4,250 3,213 65 

217,914 161,272 1,047 
45,788 29,351 250 
126,338 88,257 678 

5,341 
972 

55,595 
16,187 
,37,403 

TOTAL SALES 1 1  5,498 
x 75% 

AMOUNT TO BE CREDITED TO FUEL ADJUSTMENT 86,624 

111 Reflects only those wheeling costs incurred by APS. 
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EXHIBIT I(B) 

SAMPLE 
COMPUTATION OF WSPP CREDIT 

FOR INCLUSION IN FERC FUEL ADJUSTMENT 

MONTH OF: 

Economy Sales/ 
Unit Commitment Sales/ 
System Capacity Sales: 

Customer 

LADWP 
N PC 
SCE 
SDG&E 
SMUD 

(7) 
Total 

Sales Revenue 
(S) 

23,150 
4,250 

217,914 
45,788 

126,338 

Markup Fuel Cost Wheeling Cost"' 
(S) (sl Col(1) - col(2) - Col(3) 

17,703 1 06 
3,213 65 

161,272 1,047 
29,351 250 
88,257 678 

5,341 
972 

55,595 
16,187 
37,403 

TOTAL SALES 11 5,498 
x 75% 

AMOUNT TO BE CREDITED TO FUEL ADJUSTMENT 86,624 

/ I /  Reflects only those wheeling costs incurred by APS. 

h:\! fedreg\sic\fac\fac .doc 
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EXHIBIT IC) 

Arizona Public Service Company 
Fuel Cost Adiustment Clause "Hold" Harmless" Calculation 

Table 1 
Calculation of APS' "Hold Harmless'' Factor 

----------- -------------- (d/km)-------- --___--_---- ------------ 
la 

Averaae 

(0.4070) 10.2499) 10.3285) 
10.2742) (0.4 1 581 10.55741 

10.4092) f0.4778) (0.3406) 
(0.1669) (0.17681 10.171 9) 
10.2402) 10.2493) (0.2448) 
10.2550) lo. 1948) 10.22491 
0.1298 10.1891) (0.0297) 

0.2254 10.2361) 10.0053) 
(0.1391) 10.31 59) 0.0378 

10.4186) lo. 1469) 10.2828) 
10.1622) 

rn 122. 
Actual Corrected Actual Corrected 
1998 FAC Factor 1999 FAC Factor IC01 (1) + COl(2)1/2 

0.2997 10.491 8) 10.0961) 

Table 2 
Examples Showinn Determination of the Applicable Monthlv Corrected FAC Factor 

1Januarv 2000) 
For Illustrative Purposes Onlv 

Example A: 
------------__----_-I_------ (d /km)  _-_----- _I_ -_--I- -- ---- --- 

GQ f9 M 
Calculated Actual Corrected "Hold Harmless" 

f.9 
Prelimina y Correction FAC Factor Factor From Applica ble 
FAC Factor FAC Factor Col(11 + Col(2) Table 1 FAC Factor' 

10.1948) 10.2970) 10 491 8) l0.3285) 10.491 8) 

Example B: 
-----I---- __I_____ (d/km) --_- -------------- 

m f9 M 
Actual Corrected "Hold Harmless" 

fa 
Calculated 

Preliminary Correction FAC Factor Factor From Applicable 
FAC Factor FAC Factor cot (1) + COl(2) Table 1 FAC Factor? 

0.0246 0.1002 0.1248 10.32851 (0.3285) 

I This Applicable FAC factor shall always be the lesser of the value in either Column 3 or Column 4. 
* This Applicable FAC factor shall always be the lesser of the value in either Column 3 or Column 4. 
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Revisions to Fuel Adjustment Clauses 

in APS Wholesale Power Contract: 

City of Williams (APS-FERC Rate Schedule No. 192) 
Exhibit IV(A), Exhibit IV(B), and a new Exhibit IV(C) 

Includes Conformed & Red-Lined Copies 

e Exhibit E2 
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EXHIBIT IV(A) 

FUEL COST ADJUSTMENT CLAUSE 

The billingl' for service rendered during the billing month shall be increased or decreased by an adjustment 
amount per kilowatthour of sales (to the nearest 0.0001 6 )  equal to the difference between the fuel cost per 
kilowatthour of sales for that month and the base period, calculated as follows: 

F 
S 

Adjustment Factor = - - 1.2438 #/kwh 

Where: "F" is the expense of fossil and nuclear fuel and certain purchased power costs in the current 
period and 5" is the kWh sales in the current period, as defined below. 

(i) The applicable corrected monthly fuel adjustment factor for any given month shall be capped at a 
level that is no greater than the average of the actual corrected fuel adjustment factor for the same 
month for 1998 and 1999. 

The calculation of the applicable monthly "Hold Harmless" corrected fuel adjustment factor shall 
be performed in accordance with Exhibit IV(C). 

(2) Fuel and purchased power costs (F) shall be the cost of: 

Fossil and nuclear fuel consumed in the Company's own plants, and the Company's share of fossil 
and nuclear fuel consumed in jointly owned or leased plants; plus 

the actual identifiable fossil and nuclear fuel costs associated with energy purchased for reasons 
other than identified in paragraph (2)(iii) below; plus 

the net energy cost of energy purchases, exclusive of capacity or demand charges (irrespective of 
the designation assigned to such transactions) when such energy is purchased on an economic 
dispatch basis. Included therein may be such costs as the charges for economy energy purchases 
and the charges as a result of scheduled outage, all such kinds of energy being purchased by the 
Company to substitute for its own higher cost energy; and less 

the cost of fossil and nuclear fuel recovered through all inter-system sales and specific deliveriesg; 
plus 

a credit to allowable fuel and purchase power costs which passes to jurisdictional customers 75% 
of the benefits of sales transactions made under the aegis of the Conformed Western Systems 
Power Pool Agreement. Such credit shall be calculated in accordance with Exhibit I(B). 

1' Billing under this clause will preliminarily be based on the billing month's sales multiplied by the adjustment factor 
determined from the second preceding month. The billing thus determined will be corrected to the adjustment factor 
determined for the billing month. Such correction will be made two months after the preliminary billing. 
Z' Specific deliveries are intended to include transactions for which the rate is tied to fuel costs of specific plants or 
units. 
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Sales (S) shall be all kWh’s sold, excluding inter-system sales and specific deliveries. Where for any 
reason, billed system sales cannot be coordinated with fuel costs for the billing period, sales may 
be equated to the sum of (i) generation, (ii) firm purchases, (iii) economy purchases, less (iv) 
energy associated with pumped storage operations, less (v) inter-system sales referred to in 
paragraph (2)(iv) above, less (vi) total system losses. 

The adjustment factor developed according to this procedure shall be modified to properly allow for losses 
(estimated if necessary) associated only with wholesale sales for resale. 

The adjustment factor developed according to this procedure may be further modified to allow the recovery 
of gross receipts and other similar revenue based tax charges occasioned by the fuel adjustment revenues. 

(a) The cost of fossil fuel shall include those items listed in Account 151 of the Commission’s 
Uniform System of Accounts for Public Utilities and Licenses. The cost of nuclear fuel shall be 
that as shown in Account 5 18, except that if Account 5 18 also contains any expense for fossil fuel 
which has already been included in the cost of fossil fuel, it shall be deducted from this account. 
(Paragraph C of Account 5 18 includes the cost of other fuels used for ancillary steam facilities.) 

(b) The cost of both fossil fuel and nuclear fuel shall also reflect all refunds and credits (including any 
applicable interest) not in excess of $25,000 for the FERC jurisdictional allocation of any single 
refundlcredit received from fuel suppliers/vendors applicable to previous period (non-current) 
payments made to such supplierdvendors for fuel or other related allowable expenses. If such 
refundslcredits are not passed through and credited to applicable fuel accounts for more than one 
billing cycle after the Company’s receipt of such refundslcredits, the Company shall include an 
appropriate interest credit computed in accordance with 18 C.F.R. §35.19(a). 

Notwithstanding the specified aforementioned treatment of fuel and purchased power costs for purposes of 
inclusion in determining the Company’s monthly Fuel Cost Adjustment Clause (FAC) factor, the following 
specific creditddebits to Account 5 18 (nuclear fuel expenses) related to Spent Nuclear Fuel Disposal Cost 
refunds received from the United States Department of Energy covering the period October, 1986 through 
January, 1994 shall be allowed for inclusion in computing applicable monthly FAC factors: 

10/86 
07/88 
10188 
10189 
12/90 
01/91 
0219 1 
0319 1 
04/9 1 
0519 1 
0619 1 

($2,232) 
($5,526) 

($1 5,534) 
($18,970) 

($2,175,153) 
($63,884) 
($59,363) 
($63,98 1) 
($52,520) 
($54,089) 
($69,544) 

0719 1 
0818 1 
0919 1 
10/9 1 
11/91 
1219 1 
02/92 
06/92 
07/92 
01/94 

($80,234) 
($69,045) 
($64,688) 
($59,390) 
($39,207) 
$5503 19 

($147,600) 
$1 1,136 

($543,3 12) 
$38 1,252 

Additionally, credits to Accounts 501, 547, and 555 related to refunds received from El Paso Natural Gas 
Company as a result of FERC Docket Nos. RP90-8 1-000, RP9 1-26-000, RP9 1-1  88-000, and RP92-60-000 
shall be allowed for inclusion in computing applicable monthly FAC factors. In the aggregate, such credits 
covering the period March 1990 through July 1994 are in the amount of ($1,168,468). 
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EXHIBIT IV(B) 

SAMPLE 
COMPUTATION OF WSPP CREDIT 

FOR INCLUSION IN FERC FUEL ADJUSTMENT 

MONTH OF: 

Economy Sales/ 
Unit Commitment Sales/ 
System Capacity Sales: 

Customer 

LADWP 
NPC 
SCE 
SDG&E 
SMUD 

(7) (2) 
Total 

Sales Revenue Fuel Cost 
6) (S) 

23,150 17,703 
4,250 3,213 

217,914 161,272 
45,788 29,351 

126,338 88,257 

(3) (4) 

Markup 
Col(1) - Col(2) - COI (3) 

Wheelino Cost"' 
(8 

106 
65 

1,047 
250 
678 

5,341 
972 

55,595 
16,187 
37,403 

TOTAL SALES 11 5,498 
x 75% 

AMOUNT TO BE CREDITED TO FUEL ADJUSTMENT i 86,624 

111 Reflects only those wheeling costs incurred by APS. 
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Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 

EXHIBIT IV(C) 

Arizona Public Service Company 
Fuel Cost Adjustment Clause "Hold" Harmless" Calculation 

Table 1 
Calculation of APS' "Hold Harmless" Factor 

--------------------II________ (#/km) __--_I- ------- -- 
(2) (3) 

Average 

(0.4070) (0.2499) (0.3285) 
(0.5574) (0.2742) (0.4158) 
(0.4778) (0.3406) (0.4092) 
(0.1669) (0.1 768) (0.1 71 9) 
(0.2402) (0.2493) (0.2448) 
(0.2550) (0.1948) (0.2249) 
0.1298 (0.1891) (0.0297) 
0.2997 (0.491 8) (0.0961) 
0.2254 (0.2361) (0.0053) 
(0.3159) 0.0378 (0.1391) 
(0.4186) (0.1 469) (0.2828) 
(0.1622) 

(1) 
Actual Corrected Actual Corrected 
1998 FAC Factor 1999 FAC Factor jCOl(1) + COl(2)1/2 

Table 2 
Examples Showing Determination of the Applicable Monthly Corrected FAC Factor 

(January 2000) 
For Illustrative Purposes Only 

Example A: 
1-----1--------__---_---------- ($/km) _I _--- ----------- 
(1) (2) (3) (4) (5) 

Actual Corrected "Hold Harmless" Calculated 
Preliminary Correction FAC factor Factor From Applicable 
FAC Factor FAC Factor Col (1) + Col(2) Table 1 FAC Factor' 

(0.1948) (0.2970) (0.4918) (0.3285) (0.4918) 

Example B: 
_--_-----_-----1---_______11__1 ($/kWh)--------- 
(1) (2) (3) (4) (5 )  

Actual Corrected "Hold Harmless" Calculated 
Preliminary Correction FAC Factor Factor From Applicable 
FAC Factor FAC Factor Col (1) + Col(2) Table 1 FAC Facto? 

0.0246 0.1002 0.1248 (0.3285) (0.3285) 

' This Applicable FAC factor shall always be the lesser of the value in either Column 3 or Column 4. 
* This Applicable FAC factor shall always be the lesser of the value in either Column 3 or Column 4. 
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EXHIBIT IV(A) 

FUEL COST ADJUSTMENT CLAUSE 

(1) The billingl' for service rendered during the billing month shall be increased or decreased by an adjustment 
amount per kilowatthour of sales (to the nearest 0.0001 #) equal to the difference between the fuel cost per 
kilowatthour of sales for that month and the base period, calculated as follows: 

F 
S 

Adjustment Factor = - - 1.2438 #kWh 

Where: "F" is the expense of fossil and nuclear fuel and certain purchased power costs in the current 
period and "S" is the k W h  sales in the current period, as defined below. 

(i) The applicable corrected monthly fuel adiustment factor for any given month shall be CaDDed at a 
level that is no greater than the average of the actual corrected fuel adiustment factor for the same 
month for 1998 and 1999. 

The calculation of the applicable monthly "Hold Harmless" corrected fuel adiustment factor shall 
be Derformed in accordance with Exhibit IV(C). 

(2) Fuel and purchased power costs (F) shall be the cost of: 

Fossil and nuclear fuel consumed in the Company's own plants, and the Company's share of fossil 
and nuclear fuel consumed in jointly owned or leased plants; plus 

the actual identifiable fossil and nuclear fuel costs associated with energy purchased for reasons 
other than identified in paragraph (2)(iii) below; plus 

the net energy cost of energy purchases, exclusive of capacity or demand charges (irrespective of 
the designation assigned to such transactions) when such energy is purchased on an economic 
dispatch basis. Included therein may be such costs as the charges for economy energy purchases 
and the charges as a result of scheduled outage, all such kinds of energy being purchased by the 
Company to substitute for its own higher cost energy; and less 

the cost of fossil and nuclear fuel recovered through all inter-system sales and specific deliveries? 
plus 

a credit to allowable fuel and purchase power costs which passes to jurisdictional customers 75% 
of the benefits of sales transactions made under the aegis of the Conformed Western Systems 
Power Pool Agreement. Such credit shall be calculated in accordance with Exhibit I(B). 

1' Billing under this clause will preliminarily be based on the billing month's sales multiplied by the adjustment factor 
determined from the second preceding month. The billing thus determined will be corrected to the adjustment factor 
determined for the billing month. Such correction will be made two months after the preliminary billing. 
2' Specific deliveries are intended to include transactions for which the rate is tied to fuel costs of specific plants or 
units. 
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Sales (S) shall be all kWh’s sold, excluding inter-system sales and specific deliveries. Where for any 
reason, billed system sales cannot be coordinated with fuel costs for the billing period, sales may 
be equated to the sum of (i) generation, (ii) firm purchases, (iii) economy purchases, less (iv) 
energy associated with pumped storage operations, less (v) inter-system sales referred to in 
paragraph (2)(iv) above, less (vi) total system losses. 

The adjustment factor developed according to this procedure shall be modified to properly allow for losses 
(estimated if necessary) associated only with wholesale sales for resale. 

The adjustment factor developed according to this procedure may be further modified to allow the recovery 
of gross receipts and other similar revenue based tax charges occasioned by the fuel adjustment revenues. 

(a) The cost of fossil fuel shall include those items listed in Account 151 of the Commission’s 
Uniform System of Accounts for Public Utilities and Licenses. The cost of nuclear fuel shall be 
that as shown in Account 5 18, except that if Account 5 I8 also contains any expense for fossil fuel 
which has already been included in the cost of fossil fuel, it shall be deducted from this account. 
(Paragraph C of Account 5 18 includes the cost of other fuels used for ancillary steam facilities.) 

(b) The cost of both fossil fuel and nuclear fuel shall also reflect all refunds and credits (including any 
applicable interest) not in excess of $25,000 for the FERC jurisdictional allocation of any single 
refundcredit received from fuel suppliers/vendors applicable to previous period (non-current) 
payments made to such supplierslvendors for fuel or other related allowable expenses. If such 
refunddcredits are not passed through and credited to applicable fuel accounts for more than one 
billing cycle after the Company’s receipt of such refundslcredits, the Company shall include an 
appropriate interest credit computed in accordance with 18 C.F.R. §35.19(a). 

Notwithstanding the specified aforementioned treatment of fuel and purchased power costs for purposes of 
inclusion in determining the Company’s monthly Fuel Cost Adjustment Clause (FAC) factor, the following 
specific creditsldebits to Account 5 18 (nuclear fuel expenses) related to Spent Nuclear Fuel Disposal Cost 
rehnds received from the United States Department of Energy covering the period October, 1986 through 
January, 1994 shall be allowed for inclusion in computing applicable monthly FAC factors: 

10/86 
07/88 
1 0/88 
10189 
12/90 
01/91 
0219 1 
0319 1 
0419 1 
0519 1 
0619 1 

($2,232) 
($5,526) 

($15,534) 
($18,970) 

($2,175,153) 
($63,884) 
($59,363) 
($63,98 1) 
($52,520) 
($54,089) 
($69,544) 

0719 1 
0818 1 
0919 1 
1019 1 
11/91 
1219 1 
02/92 
06/92 . 

07/92 
0 1 I94 

($80,234) 
($69,045) 
($64,688) 
($59,390) 
($39,207) 
$550,5 19 

($147,600) 
$1 1,136 

$38 1,252 
($543,3 12) 

Additionally, credits to Accounts 501, 547, and 555 related to rehnds received from El Paso Natural Gas 
Company as a result of FERC Docket Nos. RP90-8 1-000, RP9 1-26-000, W91-188-000, and RP92-60-000 
shall be allowed for inclusion in computing applicable monthly FAC factors. In the aggregate, such credits 
covering the period March 1990 through July 1994 are in the amount of ($1,168,468). 
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Page 3 of 4 

Economy Sales/ 
Unit Commitment Sales/ 
System Capacity Sales: 

Customer 

SAMPLE 
COMPUTATION OF WSPP CREDIT 

FOR INCLUSION IN FERC FUEL ADJUSTMENT 

MONTH OF: 

LADWP 
NPC 
SCE 
SDG&E 
SMUD 

Sales Revenue Fuel Cost Wheelinn Cost"' Markup 
($1 (8 ($1 c o l ( 1 )  - col(2) - col(3) 

23,150 17,703 1 06 
4,250 3,213 65 

217,914 161,272 1,047 
45,788 29,351 250 
126,338 88,257 678 

5,341 
972 

55,595 
16,187 
37,403 

TOTAL SALES 1 15,498 
x 75% 

AMOUNT TO BE CREDITED TO FUEL ADJUSTMENT 86,624 

/1/ Reflects only those wheeling costs incurred by APS. 
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EXHJBJT JWC) 

Arizona Public Service Company 
Fuel Cost Adiustment Clause "Hold" Harmless" Calculation 

Table 1 
Calculation of APS' "Hold Harmless" Factor 

Actual Corrected Actual Corrected 
1998 FAC Factor 1999 FAC Factor 

(0.4070) 10.2499) 
10. 5574) 10.2742) 
(0.4778) 10. 3406) 
10.1669) 10.1768) 
f0.2402) 10.2493) 

~ 

(0.2550) 
0.1298 

10. 1948) 
10.1891) 

0.2997 10.491 8) 
0.2254 

l0.3159) 
10.41 86) 
10.16221 

10.2361) 
0.0378 

10.1469) 

Averaqe 

f0.3285) 
10.41 58) 
10.4092) 
10.1719) 
10.2448) 
10.2249) 
(0.0297) 
10.0961) 
(0.0053) 
10.1391 ) 
10.2828) 

IC01 (1) + C01(2)1/2 

Table 2 
Examples Showinq Determination of the Applicable Monthlv Corrected FAC Factor 

(Januarv 2000) 
f o r  Illustrative Pumoses Only 

Example A: 
---I ------ ($/km) __l____-____l______l------- 

112 fa l.3 f9 la 
Calculated 

~~~ ~~ 

Preliminary Correction 
FAC Factor FAC Factor 

10. 1948) 10.2970) 

Example B: 

fa 
Calculated 

Preliminary Correction 
FAC Factor FAC Factor 

0.0246 0.1002 

112 

Actual Corrected "Hold Harmless" 
FAC Factor Factor From Applicable 

Col(1) + cot (2) Table 1 FAC Factor' 
(0.4918) f0.3285) 10.491 8 )  

Actual Corrected "Hold Harmless" 
FAC Factor Factor From Applicable 

Col(1) + Col(2) Table 1 FAC Facto? 
0.1248 10. 3285) J0.3285) - 

0 I I This Applicable FAC factor shall always be the lesser of the value in either Column 3 or Column 4. 
* This Applicable FAC factor shall always be the lesser of the value in either Column 3 or Column 4. 
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UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

Pinnacle West Capital Corporation 1 Docket No. EROO- -000 
) 

) 
Arizona Public Service Company 1 Docket No. ER99-4124-000 

APS Energy Services Company, Inc. ) Docket No. ER99-4122-000 

NOTICE OF FILING 
( ,2000) 

Take notice that on April -, 2000, Pinnacle West Capital Corporation 
(“PWCC”), filed an application for an order authorizing it to make wholesale sales of 
electric power at market-based rates, waiving certain of the Commission’s regulations 
and seeking blanket approval to engage in certain transactions. PWCC, Arizona Public 
Service Company and APS Energy Services Company, Inc. (collectively, the “Pinnacle 
West Companies”), also seek permission to transact among themselves at market-based 
rates and for modification of their wholesale code of conduct requirements and certain 
wholesale contracts. 

Any person desiring to be heard or to protest said filing should file a motion to 
intervene or protest with the Federal Energy Regulatory Commission, 888 First Street, 
N.E., Washington, D.C. 20426, in accordance with Rules 211 and 214 of the 
Commission’s Rules of Practice and Procedures (18 C.F.R. 3 385.211 and 18 C.F.R. 6 
385.214). All such motions or protests should be filed on or before 

, 2000. Protests will be considered by the Commission in 
determining the appropriate action to be taken, but will not serve to make Protestants 
parties to the proceedings. Any person wishing to become a party must file a motion to 
intervene. Copies of this filing are on file with the Commission and are available for 
public inspection. This filing may also be viewed on the Internet at 
http://www.ferc.fed.us/online/rims.htm (call 202-208-2222 for assistance). 

David P. Boergers 
Secretary 

http://www.ferc.fed.us/online/rims.htm


e 

. 
CERTIFICATE OF SERVICE 

I hereby certify that I have this day served the foregoing document upon each 

person designated on the official service list compiled by the Secretary in this proceeding. 

Dated at Washington, D.C., this 21 st day of April, 2000. 

Alex M. Schnell 
Morgan, Lewis & Bockius LLP 
1800 M Street, N. W. 
Washington, D.C. 20036 
(202) 467-7622 

Attorney for 
Pinnacle West Capital Corporation 
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July 28,2000 

ORlGlNA 

FEDERAL ENERGY 
REGULATORY COMNISS~ON 

Federal Energy Regulatory CommisSion 
888 First Street, N.E. 
Washington, D.C. 20426 

. .  Re: 

Dear Secretary Boergm: 

hnsuaat to Section 205 of the Federal Power Act, 16 U.S.C. 6 8 2 4  (lW), and 
Rule 205 of the Rules of Practice and Procedure of the Federal Energy Regulatory 
CommiSSion, 18 C.F.R. 6 385.205 (1999), Pinnacle West Energy Corporation (“PWE”) 
hereby submits for filing six copies of an Application for Order Approving Market-Based 
Rates. 

A form of notice suitable for publication in the Federal Register and a copy of the 
notice on a computer diskette are attached hereto. 

If you have any questions about this filing, pl eel free to contact me. 

+g+guaxt 

&W troet, N.W. 
gton, D.C. 20036-5869 

Phone: (202) 467-7000 

Barbara M. Champion, Senior Attorney 
pinnacle West Capital Corporation 
P.O. Box 53999 

1 of21 2/14/2002 4124 PM, 
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. -. .. .- - -  

Mail Station 8695 
Phoenix, Arizona 85072-3999 
Phone: (602) 250-3547 

Attorneys for 
Pinnacle West Energy Corporation 

Enclosures 

2 of21 2/14/2002 4:24 PM 
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UNITED STATES OF AMERICA 
BEFORE THE -- 

5 2- FEDERAL ENERGY REGULATORY COMMISSION %;-> 
Lr;- 

Pinnacle West Energy Corporation Docket No. ER00---000 

APPLICATION OF PINNACLE WEST ENERGY CORPORATION 
FOR ORDER APPROVING MARKET-BASED RATES 

Pursuant to Section 205 of the Federal Power Act, 16 U.S.C. 6 824d, and Rule 

205 of the Rules of Practice and Procedure of the Federal Energy Regulatory 

Commission (“FERC” or the “Commission”), 18 C.F.R. 0 385.205 (1 998), Pinnacle West 

Energy Corporation (“PWE”) hereby submits for filing this Application for authorization 

to engage in wholesale power sales at market-determined prices. PWE requests that the 

Commission take the following actions: ( I )  accept its Market-Based Rate Tariff (the 

“Market Rate Tariff) for wholesale sales of energy and capacity, including ancillary 

services within the California Independent System Operator (“ISO); (2) approve the 

code of conduct governing PWE‘s relationship with its parcnt company, Pinnacle West 

Capital Corporation (“PWCC“), its public utility affiliate, Arizona Public Service 

Company (“APS”), and its marketing aftiliare, APS Energy Services Company, Inc. 

(“APSES”) (collectively, the “Pinnacle West Companies”); and (3) grant waivers of 

certain of the Commission’s regulations and blanket authorizations of other actions under 

the Commission’s regulations. Pursuant to Section 35.3(a) of the Commission’s 

regulations, PWE also requests an effective date of 60 days afler this filing, or the date on 

which the Commission issues an order approving PWE’s application for market-based 

rates, whichever is earlier. 

3 of21 3/14/2002 4124 PM 
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I. DESCRIPTION OF PWE 

PWE was incorporated in Arizona on September 27, 1999, whose principal place 

of business is located at 400 North Fifth Street, Phoenix, Arizona, 85004. PWE does not 

own distribution facilities or transmission facilities other than those facilities associated 

with and supporting generation facilities that PWE will own (e.g., step-up transformers 

and related equipment). PWE is a subsidiary of PWCC, a holding company that is 

exempt from registration under the Public Utility Holding Company Act of 1935, in 

accordance with Securities and Exchange Commission ("SEC") Rule 2(a)( 1)' PWCC 

also owns APS, a public service corporation organized under the laws of the State of 

Arizona, which is engaged in the business of transmitting and distributing electricity in 

all or part of eleven of Arizona's fifteen counties. APS is also authorized to sell 

wholesale power and energy at market-based rates? In its order granting market-based 

rate authority to APS, the Commission found that APS does not possess market power.' 

0 Additionally, PWCC is the parent of APSES, a markcter of electricity and energy- 

related services primarily to retail customers in Arizona and California. APSES also 

engages in wholesale marketing and brokering of electricity that is largely incidental to 

its retail function. In a Letter Order dated October 13, 1999.' the Acting Secretary of the 

Commission, pursuant to delegated authority, accepted APSES' market-based rate 

schedule for tiling. 

On April 21, 2000, PWCC filed an application for authorization to engage in 

wholesale power sales at market based rates and requested that the Commission permit 

1 

2 

17 C.F.R. 4 250.2 (1999); see SEC File No. 69-306. 

Arizono Public Service Co., 79 FERC 161,022 (1997). A P S  recently filed an updated 
market analysis in connection with its market-based rates. A/ izono Public Service Compuny. 
Docket No. EROO-1875-000 (March 14,2000). 

3 79 FERC at 61,098-99. 

4 Reported at 89 FERC 61,024. 

2 
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PWCC and its affiliates, APS and APSES, to engage in inter-affiliate transactions at 

market based rates in conjunction with changes to their respective codes of conduct.’ 

On June 20, 2000, the Commission conditionally accepted for filing a proposed 

market-based rate tariff and code of conduct for PWCC in Docket No. ER00-2268-000. 

In doing so, the Commission implicitly reafimed its earlier determination that PWCC‘s 

subsidiaries, APS and APSES, do not possess market power in the relevant generation or 

transmission markets. As ordered by the Commission, PWCC submitted a compliance 

filing to resolve all remaining concerns of the Commission regarding potential affiliate 

abuse and the effect of affiliate transactions on captive wholesale customers with fuel 

adjustment clauses. Upon acceptance of its compliance filing, PWCC will be authorized 

to engage in inter-affiliate transactions. 

PWE and APSES were formed in response to the restructuring currently 

underway in the wholesale and retail sectors of the electric industry in Arizona and 

elsewhere. PWE is currently in the business of owning and operating generating facilities 

and is actively engaged in developing and/or acquiring new generation facilities in 

Arizona and elsewhere. In Arizona, the Arizona Corporation Commission (“ACC”) has 

implemented a plan to permit retail access. On October 6. 1999, the ACC approved a 

Settlement Agreement between APS and several customer groups and consumer 

advocates resolving retail electric competition-related issucs and approving unbundled 

tariffs.6 

Under the terms of the Electric Competition Rules of the ACC and APS’s 

Settlement Agreement, retail choice for U S ’ S  retail customcrs is being phased-in. All of 

APS’s retail customers will be entitled to choose their retail power supplier beginning 

5 Pinnacle West Capital Corporation. et al., Docket No.ER00-2268-000. 

6 ACC Decision No. 61973. 

3 
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January 1, 2001.’ APS’s retail customers that are not yet entitled to chose their retail 

power supplier are subject to retail rate reductions that will continue until after customer 

choice becomes available.’ Under the Settlement Agreement, APS is entitled to apply for 

a change in the agreed upon rate reductions only in the event of an emergency or a 

material change in its cost of service as a result of specified extraordinary events. 

I 

Pursuant to the ACC approved Settlement Agreement, A P S  is required to divest 

generation assets by December 31, 2OO2P On July 28, 2000, APS filed pursuant to 

Section 203 of the Federal Power Act, 16 U.S.C. $824(b), and Part 33 of the Regulations 

of the Commission, 18 C.F.R., Part 33, a request to transfer to PWE certain FERC- 

jurisdictional facilities associated with generation assets being transferred to PWE as a 

hrther step toward a corporate restructuring. Once completed, APS will become 

primarily a “wires” company. 

Each sector of the electric utility market is becoming increasingly competitive and 

present greater market opportunities than have previously existed. Transfemng the 

generation assets to PWE will help PWCC and its affiliates adapt their electric businesses 

to these changing markets. The restructuring plan will allow PWCC and its affiliates to 

better compete in these markets and permit it to better serve its customers and its I 

6 of 21 

7 See ACC approved Settlement Agreement, 8 1.1. 

See ACC approved Settlement Agreement, $8  2.2,2.6,2.7. 

See ACC approved Settlement Agreement, 8 4.1. 9 

4 

http://rimsweb


FERC RIMS DOC 2077028 http://rirnsvrteb 1 .ferc.gov/rims.q?lp2-PrintNPi~k 

11. COMMUNICATIONS 

PWE respectfully requests that service of pleadings and deliveries of 
communications and correspondence concerning this matter be directed to the following: 

Barbara M. Gomez 
Treasurer Senior Attorney 
Pinnacle West Energy Corporation 
400 North 5th Street 
Mail Station 9996 
Phoenix, Arizona 85004 
Phone: (602) 250-5677 

Barbara M. Champion 

Pinnacle West Capital Corporation 
400 North 5th Street 
Mail Station 8695 
Phoenix, Arizona 85004 
Phone: (602) 250-3547 

Joel R. Spitzkoff 
Manager of Federal Regulation 
Arizona Public Service Company 
400 North 5th Street 
Mail Station 9905 
Phoenix, Arizona 85004 
Phone: (602) 250-2949 

John D. McGrane 
Mary Atin K. Huntington 
Kristina E. Beard 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W 
Washington, D.C. 20036 
Phone: (202) 467-7621 

Applicants request that the above-listed individuals be placed on the 

official service list compiled for this proceeding. 

111. LIST OF MATERIALS SUBMITTED WITH THIS FILING 

This filing contains the following materials: 

1. Exhibit A - PWE Market-Rate Tariff, including a form of service 
agreement; 

2. Exhibit B - PWE Code of Conduct governing its relationship with 
PWCC and its affiliates; 

3. Exhibit C - Notice of Filing suitable for publication in the Federal 
Register, with an electronic version on diskette. 

IV. REQUEST FOR MARKET-BASED RATE APPROVAL FOR PWE 

The Commission traditionally has permitted an entity -- whether a public utility, 

an independent power producer, or a power marketer -- to engage in wholesale sales of 

power and energy at market-based rates if the entity can demonstrate that neither it nor 

5 
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a 
any of its affiliates have market power in relevant markets for generation service and 

transmission service (or have adequately mitigated such market power) and that neithm 

can erect barriers to entry.'o in evaluating requests for market-based rates, the 

Commission also considers whether there is any evidence of, or potential for, afiiliate 

abuse or reciprocal dealing between the applicant and its affiliates." As demonstrated in 

this application and its supporting materials, PWE satisfies the Commission's criteria and 

should be granted authority to engage in wholesale power sales transactions at market- 

based rates, including sales of ancillary services into the California ISO.'* In addition to 

governing the market-based sales of power and energy, the Market Rate Tariff will permit 

PWE to reassign transmission capacity, transmission rights, and associated ancillary 

services acquired for its own use under open access transmission tariffs. The Market Rate 

Tariff permits PWE to resell such capacity and rights at a price not higher than the 

highest of (1) the price PWE originally paid for the scrvice, (2) the transmission 

provider's maximum rate for the service on tile at the time of the resale, or (3) PwE's 

own opportunity costs capped at the applicable transmission provider's cost of expansion 

at the time of the sale to the eligible customer." The resold service will be provided in 

accordance with the terms and conditions of service of the original transmission 

provider's applicable open access transmission tariff. PWE's proposed reassignment of 

transmission and associated ancillary services is wholly consistent with reassignment 

t 

~ ~- 

l o  See, e.g.. Heartland Energy Service, Inc., 68 FERC 1 61,223. at 62,060 (1994) 
("Heartlans'). 

11 Id. 

12 The ancillary services PWE seeks authority to sell into the California IS0 are: replacement 
reserve service, regulation and fiequency response service, energy imbalance service, 
operating reserve-spinning reserve service and operating reserve-supplemental reserve 
service. 

13 PWE will not charge a rate based on its opportunity costs absent a separate filing under 
Section 205 of the Federal Power Act. 

6 

2/14/2002 4:24 PM 

http://rimsweb


FERC RIMS DOC 2077028 http://rimsweb 1 .ferc.gOv/rims.q?rp2-PrintNPi& 

provisions the Commission previously has a~cepted.‘~ 

A. Market Power 

With respect to its market power concerns, the Coinmission generally requires 

that an entity seeking authorization to transact at market-based rates (1) demonstrate that 

the entire output of its or any of its affiliates’ generating facilities is committed under 

long-term contracts, (2) demonstrate that the applicant or its affiliates already are 

authorized to sell power at market-based rates, or (3) submit a market analysis that 

indicates that neither the applicant nor its affiliates have generation dominance in the 

relevant markets.” 

PWE‘s parent company PWCC and its affiliates APS and APSES are already 

authorized to sell power at market-based rates.I6 PWE relies on the market power study 

that its affiliates relied upon in support of their market-based rate applications, consistent 

with FERC precedent.” The transfer of generating assets between APS and PWE does 

not alter the results of the market power study. As such, the Commission should reach 

the same conclusion here that it reached in Arizonu Public Service Co. -- that PWE does 

14 See. e.g., Alliant Services Company, 85 FERC 1 61,344 ( 1998); Select Energy, Inc., 85 
FERC TI 61,290 (1 998); Commonwealth Edison Co., 78 FERC‘ 1 61.3 12 (1 997). 

LG&E PowerMurketing, Inc., 68 FERC 161,247, at 62,121 (1994). 

16 See Pinnacle West Cupitul Corp., et al.. 91 FERC 161,290 (2000);Arizona Public Service 
Cu., 79 FERC at 61,098-101; APS Energy Services. Letter Order, 89 FERC fi 61,024. 

17 See, e.g., AIIiant Services Co., 85 FERC 1 61,344 (finding no market power based on 
affiliates’ market study approved in earlier merger order); Louisville Gus and Electric Co., 
et ul.. 85 FERC 7 61,215 (1998) (finding no market power based on affiliates’ market 
studies approved in earlier market-based rate application orders). 

211 412002 4:24 PM 9 of 21 
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not have generation market power." 

B. Transmission Market Power 

In order to ensure that applicants for market-based rate authority do not possess 

transmission market power, the Commission generally requires the applicant, or its 

affiliated public utility, to file or have on file open access transmission tariffs for the 

provision of comparable services." APS filed its open access tariff on July 9, 1996 

(Docket No. OA96-153-OOO), and a revised open access tariff on July 12, 1996 (Docket 

No. ER96-2401-000). The Commission consolidated the two dockets and, on June 18, 

1999, issued a letter order accepting a settlement governing MS's transmission rates in 

the consolidated dockets. 

PWE will not own any transmission facilities except for those transmission 

facilities associated with the power plants being transferred (Le. step-up transformers and 

related equipment). Accordingly, the availability of open access transmission service over 

APS' transmission facilities under the APS transmission tariff eliminates the potential for 

any exercise of transmission market power by PWE. 

C. Barriers to Entry 

In previous cases, the Commission has examined the possibility that an entity 

might be able to erect other barriers to entry as a possible ground for denying the 

l 8  As explained in footnote 2, above, APS recently filed an update to its market power study. 
See Arizona Public Service Co., Docket No. ER00-1875-000. That update was accepted by 
the Commission on May 2,2000. 

l9 See, e.g., Southern Indiana Gas & Electric Company, 71 FEKC 7 61,021 (1996). 

a 

0 
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authority to charge market-based rates.” PWE, PWCC, APS and APSES are not 

affiliated with entities that could impose barriers to entry in the electric power generation 

business through their ownership or control of any resources or inputs that could be 

essential to market entry by competitors. 

D. AMliate Abuse and Reciprocal Dealing 

In evaluating market-based rate applications of affiliated power marketers, the 

Commission considers the potential for affiliate abuse and reciprocal dealing. The 

Commission has explained that affiliate abuse takes place when a public utility and an 

affiliated power marketer transact in ways that result in a transfer of benefits from the 

public utility (and the ratepayers) to the power marketer (and the shareholders).” Here, 

due to the restructuring of the Arizona retail market and the commitments made with 

respect to APS’s wholesale customers in Pinnacle Wesr Capital Corporation. et ai, 

Docket No. ER00-2268-001 there is no potential for affiliate abuse. Accordingly, the 

Commission should permit PWE and the other Pinnacle West Companies to engage in 

transactions at negotiated market-based prices with each other under the codes of conduct 

governing relations between the Pinnacle West Companies. 

The proposed PWE code of conduct that is similar to the codes of conduct for 

The Pinnacle West PWCC, APS, and APSES is attached as part of Exhibit A. 

Companies note that the ACC code of conduct will also continue to govern relationships 

between APS and APSES. 

20 Heartland, 68 FERC at 62,062. 

id.; Wholesale Power Services, Inc., 72  FERC 1 6 1,284 ( 1995). 

9 
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A detailed in Pinnacle West Capital Corporation, el d., Docket NO. ER00-2268- 

001, there is no risk of harm to the retail or wholesale custoniers of PWE's afiiliate, APS, 

from the proposed changes to the codes of conduct. APS's wholesale customers are 

protected by putting in place measures that will prevent any potentially inappropriate 

costs associated with affiliated transactions from being passed through to these 

customers. Under the Arizona restructuring and the Settlement Agreement, APS's retail 

customers are protected by what is in essence a rate reduction and freeze and/or their 

ability to choose their electric supplier." 

E. The Cornmissloo's Filing Requirements 

Consistent with the Commission's requirements, PWE commits that it will file 

quarterly transaction summaries and satisfy the Commission's other standard reporting 

requirements for affiliated power  marketer^.^' Specifically, PWCC will file umbrella 

service agreements for short-term transactions (one year or less) within 30 days of the 

date of commencement of service, to be followed by quarterly transaction summaries for 

specific sales. For long-term transactions (longer than one year), the actual service 

agreement for each transaction will be filed within 30 diiys after commencement of 

22 See ArnerCen Energy Co., L.L.C., 90 FERC 1 61,080 (2000) (ratepayers who have retail 
choice or are protected by a rate freeze are not captive customers); Green Power Partners I. 
LLC, et at., 88 FERC f 61,005 (1999) (waiving code of conduct requirement for UGI 
Development Co. because UGI does not have captive customers); Enron Energy Services 
Power, Inc., 81 FERC 161,267 (1997) ("we will not accept PECO's request that we treat 
customers participating in a state retail [choice] program as captive customers requiring 
expansion of Enron Energy's code of conduct"). 

23 See Soufhern Co. Services, Inc., 87 FERC 161,214 (1999); Horizon Energy Co., 81 FERC 1 
61.368 (1997). 
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service.24 

P W E  commits that it will file a revised market power analysis every three years.” 

REQUEST FOR EFFECTIVE DATE AND WAIVERS 

Consistent with the Commission’s decisions in previous power marketer cases, 

PWE respectfully requests that the Commission waive the following requirements of the 

Commission’s regulations: (1) the accounting and reporting requirements under Parts 41, 

101, and 141 of the Commission’s regulations; (2) the interlocking directorate filing 

requirements under Part 45 of the Commission’s regulations, or. alternatively, permission 

to file abbreviated filings with respect to interlocking directorates under Part 45; (3) the 

filing requirements of Subparts B and C of Part 35 of the Commission’s regulations, 

other than Sections 35.12(a), 35.13@), 35.15 and 35.16; and (4) blanket authorization 

under Part 34 of all future issuances of securities and assumptions of obligations or 

V. 

liabilities as guarantor, endorser, surety or otherwise in respect of any security of any 

person.26 Pursuant to Section 35.3(a) of the Commission’s regulations, PWE respectfully 

requests that the Commission accept the Market Rate Tariff for filing and permit it to 

become effective the earlier of either sixty days after the date of this filing or the date 

upon which the Commission grants acceptance. 

13 of 21 

24 Southern Co. Services, Inc., 87 FERC at 61.848-49. 

25 See Morgan Stanley Capital Group, Inc., 69 FERC fi 01.175 (1994) (as clarified in 
Engelhard Power Marketing. Inc., 70 FERC 7 61,250 (1995)). 

26 See, e.g.. AES Huntington Beach. 15.15. C., 83 FERC 1 6 1,100 ( 1998). 

11 
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VI. CONCLUSION 

PWE requests that the Commission issue an order granting: (1) authorization for 

PWE to engage in wholesale sales of electric power at market-based rates, including 

market-rate sales to its affiliates and sales of ancillary services at market-based rates in 

the California market; (2) acceptance of PWE's request for permission to reassign 

transmission capacity; (3) acceptance of the PWE Market Rate Tariff for filing effective 

the earlier of sixty days after the filing of this application or upon issuance of an order 

accepting the Tariff for filing; (4) approval of the proposed code of conduct governing 

PWEs relationship with the other Pinnacle West Companies; ( 5 )  certain blanket 

authorizations; and (6) certain waivers of the Commission's regulations as requested 

herein. 

12 
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Ann K. Huntington 

Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 
Phone: (202) 467-7000 

Barbara M. Champion, Senior Attorney 
Pinnacle West Capital Corporation 
P.O. Box 53999 
Mail Station 8695 
Phoenix, Arizona 85072-3999 
Phone: (602) 250-3547 

Attorneys for 
Pinnacle West Energy Corporation 

Dated: July 28,2000 
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Pinnacle West Energy Corporation 

Market-Based Rate Tariff 
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Pinnacle West Energy Corporation 
Rate Schedule FERC No. I 

Original Page I 

Pinnacle West Enerpy Corporation 

MARKET-BASED RATE TAFU FF 

1. Availability: Pinnacle West Energy Corporation (“PWE”) makes electric 
capacity or energy available for sale for resale under this Rate Schedule to any 
purchaser. 

2. Applicability: This schedule is applicable to all sales of electric capacity and/or 
energy by P W E  

This schedule is also available for purchases by the California Independent System 
Operator Corporation and its suppliers and market participants of Replacement 
Reserve Service and the following ancillary services as defined by the 
Commission: Regulation and Frequency Response Service, Energy Imbalance 
Service, Operating Reserve-Spinning Reserve Service, and Operating Reserve- 
Supplemental Reserve Service. 

This schedule also is applicable to the reassignment of transmission capacity, 
transmission rights and associated ancillary services, that PWE has acquired for its 
own use on the transmission systems of transmission providers. 

3. - Rates: All sales of electric capacity or energy shall be made at rates established by 
agreement between the purchaser and PWE. 

4. Other Terms and Conditions: All other terms and conditions shall be established 
by agreement between the purchaser and PWE. 

5.  Effective Date: This Rate Schedule shall be effective on the date established by 
FERC. 

6. Reassignment of Transmission Rights: PWE may reassign transmission capacity, 
transmission rights, and associated ancillary services that it has reserved for its 
own use at a price not to exceed the highest of: (1) the original transmission rate 
paid by PWE; (2) the applicable transmission provider’s maximum stated firm 
transmission rate on file at the time of the transmission reassignment; or (3) PWE’s 
own opportunity costs, capped at the applicable transmission provider’s cost of 
expansion at the time of the sale to the eligible customer. PWE will not recover 
opportunity costs in connection with reassignment without making a separate filing 
under Section 205. Except for the price, the terms and conditions under which the 
reassignment is made shall be under the terms and conditions governing the 
original grant by the transmission provider. Transmission and associated ancillary 
services may only be reassigned to a customer eligible to take service under the 
transmission provider’s open access transmission tariff or other transmission rate 
schedules. PWE will report the name of the assignee in its quarterly reports. 

Issued by: Alan Propper Effective: 

Issued on: July 28,2000 
Director, Pricing and Regulation 
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Pinnacle West Energy Corporation 
. Rate Schedule FERC No. I 

original Page 2 

Pinnacle West Energy Corporation 

MARKET-BASED RATE TARIFF 

SERVICE AGREEMENT 

This Service Agreement, dated as of , is entered 

into by and between Pinnacle West Energy Corporation (“PWE”) and 

(“Customer”), pursuant to PWE’s Market-Based Rate 

Tariff, FERC Electric Tariff No. 1 (“Tariff 3. 

Each transaction hereunder will be carried out under terms and conditions as 

agreed upon by PWE and the Customer in accordance with the terms and conditions of 

the Tariff. 

IN WITNESS WHEREOF, PWE and Customer have caused this Service 

Agreement to be executed by their respective authorized officials as of the date first 

above written. 

Customer 

Customer 

Signature of Rejmwtative Date 

~ 

Name of Representative 

Title of Representative 

Issuedby: AlpnRoppcr 

Issued on: July 28,2000 
Director, Pricing and Regulation 

Pinnacle West Energy Corporation 

Signature of Representative Date 

Name of Representative 

Title of Representative 

Effective: 

0 

18 of 21 2/14/2002 4 2 5  PM 



FERC RIMS DOC 2077028 

e 

http://rimsweb 1 .ferc.gov/rims.q?rp2-PrintNPick 

Exhibit B 

Pinnacle West Energy Corporation 

Code of Conduct 
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Pinnacle West Energy Corporation 
Supplement No. I to Rate Schedule FERC No. 1 

Page 1 of I 

Pinnacle West Energy Corporation 

STATEMENT OF POLICY AND CODE OF CONDUCT WITH RESPECT TO 
THE RELATIONSHIP BETWEEN 

PINNACLE WEST ENERGY CORPORATION AND 
ARIZONA PUBLIC SERVICE COMPANY 

The following Code of Conduct will govern the relationship between Pinnacle 
West Energy Corporation (“PWE”) and any other marketing affiliates that may be 
authorized by the Federal Energy Regulatory Commission to engage in sales for resale of 
energy and capacity at market-based rates (the “Marketing Affiliates”), and Arizona 
Public Service Company (“APS”). 

Marketing of Power 

1. To the maximum extent practical, the employees of the Marketing 
Affiliates will operate separately from the employees of APS. 

2. Sales of any non-power goods or services by APS, including sales made 
through affiliated EWGs or QFs, to the Marketing Affiliates will be at the 
higher of cost or market price. 

3. Sales of any non-power goods or services by the Marketing Affiliates to 
APS will not be at a price above market. 

20 of 21 2/14/2002 4:25 PM 
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NOTICE OF FILING 

Erbibit C 
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W T E D  STATES OF W R I C A  
FEDERAL, ENERGY REGULATORY COMMISSION 

Before Commissioners: James J. Hoecker, Chairman; 
William L. Massey, Linda Breathitt, 
and Curt Hdbert, Jr. 

Pinnacle West Energy Corporation Docket No. ER00-33 12-000 

ORDER ACCEPTING FOR FILING PROPOSED-MARKET-BASED RATE TARIFF 

(Issued September 26,2000) 

In this order, the Commission accepts for filing a proposed market-based rate 
tariff filed by Pinnacle West Energy Corporation (PWE). 

BACKGROUND 

On July 28,2000, PWE filed an application, under section 205 of the 
Federal Power Act (FPA),' seeking: (1) authority for PWE to engage in wholesale sales 
of electric power at market-based rates, including market-based rate sales to its affiliates, 
and sales of ancillary services within the California Independent System Operator 
(California ISO) market; (2) authority for PWE to reassign transmission capacity and 
transmission rights; (3) approval of a code of conduct for PWE;2 and (4) waivers of 
certain of the Commission's regulations and blanket authorizations for other actions under 
the Commission's regulations. 

PWE's application states that P W s  parent company, Pinnacle West Capital 
Corporation (PWCC), and its affiliates, Arizona Public Service Company (APS) and APS 

'16 U.S.C. 5 824d (1994). 

'PWE proposes to exclude from its code of conduct provisions that require 
simultaneous disclosure to the public of all market information shared between APS and 
its affiliates. 
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Energy Services Company (APSES) (collectively, Pinnacle West Companies), are already 
authorized to sell power at market-based rates.j 

P W s  application also states that the Arizona Corporation Commission (Arizona 
Commission) is in the process of modiwg its rules on retail electric competition within 
Arizona to allow full retail ~hoice.~ On October 6, 1999, the Arizona Commission 
approved a settlement agreement between APS and several customer groups and 
consumer advocates resolving retail electric competition-related issues and approving 
unbundled tariffs.' Pursuant to the settlement approved by the Arizona Commission, 
APS is required to divest its generation assets by December 3 1,20026 

Notice of the filing was published in the Federal Register, with comments, 
protests, and interventions due on or before August 18,2000.' 

On July 28,2000, the same date that PWE filed the instant application, APS filed a 
request pursuant to section 203 of the FPA,8 and Part 33 of the Commission's 
Regulations, 18 C.F.R. 8 33.1, et sea., to transfer to PWE certain Commission 
jurisdictional facilities associated with generation assets being transferred to P W E  as a 
further step toward a corporate re~tructuring.~ 

Interventions and Protests 

P W E  Application at 2. Pinnacle West Capital Corporation, 91 FERC 3 

7 61,290 (2000) (PWCC), reh'g pending; Arizona Public Service Company, 79 FERC 
7 6 1,022 (1997); APS Energy Services Company, hc., Letter Order, 89 FERC 7 6 1,024 
(1 999). 

4PWE Application at 3. 

51d. - 
61d. - at 4. 

'65 Fed. Reg. 48,985 (2000). 

16 U.S.C. yj 824(b) (1994). 

APS's application under 5 203 of the FPA is currently pending Commission 

8 

9 

review in Docket No. ECOO- I 18-000. 

http://rimsweb


FERC RIMS DOC 209 1589 http://rimsweb 1 .ferc.gov/rims.q?rp2-PrintNPick 

Docket No. EROO-33 12-000 -3- 

The Arizona Commission filed a notice of intervention. A timely motion to 
intervene was filed by Salt River Agricultural Improvement and Power District (Salt 
River). Timely motions to intervene and protests were filed by Tucson Electric Power 
Company (Tucson), Citizens Utilities Company (Citizens), and jointly by a number of 
electrical and irrigation districts in the State of Arizona (Arizona Districts)." A late-filed 
motion to intervene and protest was filed by Tohono O'odham Utility Authority (TOUA). 

Tucson and Arizona Districts reiterate concerns they raised in Docket No. EROO- 
2268-000, in which PWCC sought and was granted market-based rate authority, including 
authority to make market-based sales to affiliates." Tucson argues that P W s  
application raises issues about market power and affiliate abuse. Arizona Districts raise 
similar concerns and also argue that PWEs filing should be rejected because it fails to 
meet the Commission's filing requirements under section 205 of the FPA for sales to 
affiliates at market-based rates. Citizens protests PWE's request to sell power to its 
fliliated franchised utility, APS, as well as other affiliated marketers, at market-based 
rates, when considered in the context of APS divesting all its generating facilities to PWE 
(currently pending in Docket No. EC00-118-000). TOUA argues that, taken together, the 
instant filing and the filing in Docket No. ECOO-118-000 will have an adverse impact on 
its rates, especially on the system incremental cost (SIC) feature under its wholesale 
power sales contracts with APS. TOUA also requests consolidation of this proceeding 
with the proceeding in Docket No. EC00-118-000. 

1 

On August 3 1,2000, PWE filed for leave to file an answer and an answer to 
Arizona Districts' protest. On September 5,2000, PWE tiled for leave to file an answer 
and an answer to TOUA's protest. 

"Arizona Districts are comprised of Aguila higation District; Buckeye Water 
Conservation & Drainage District; Electrical District No. 1 of Pinal County; Electrical 
District No. 3 of Pinal County; Electrical District No. 6 of Phal County; Electrical 
District No. 7 of Maricopa County; Electrical District No. 8 of Maricopa County; 
Harquahala Valley Power District; Maricopa County Municipal Water Conservation 
District No. 1; McMullen Valley Water Conservation & Drainage District; Rooseveft 
lmgation District; and Tonopah lrrigation District. 

"See PWCC, 91 FERC at 61,998-99; Tucson Protest at 4; Arizona Districts 
Protest at 4. 
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DISCUSSlON 

As a preliminary matter, Arizona Commission's notice of intervention and the 
timely, unopposed motions to intervene of Salt River, Tucson, Citizens, and Arizona 
Districts serve to make them parties to this proceeding.'* In addition, we will grant 
TOUA's untimely motion to intervene, given TOUA's interest in this proceeding, the early 
stage of this proceeding, and the absence of any undue prejudice or delay. 

While Rule 213(a)(2) of the Commission's Rules of Practice and Procedure, 18 
C.F.R 0 385.213(a)(2) (ZOOO), generally prohibits the filing of an answer to a protest, we 
will accept PWE's answers because they aid our understanding and resolution of the 
issues in this proceeding. 

A. Market-Based Rates 

The Commission allows power sales at market-based rates if the seller and its 
affiliates do not have, or have tidequately mitigated, market power in generation and 
transmission and cannot erect other barriers to entry. For an affiliate of a transmission- 
owning public utility to demonstrate the absence or mitigation of market power, the 
public utility must have on file with the Commission an open access transmission tariff 
for the provision of comparable services. The Commission also considers whether there 
is evidence of affiliate abuse or reciprocal dealing." 

1 

As we explain below, we frnd that P W s  proposed market-based rate tariff meets 
these standards. Accordingly, we will accept the proposed tariff for filing, without 
suspension or hearing, to become effective on September 25,2000,60 days after the date 
of filing. 

I. Generation Market Power 

As a result of the Arizona retail choice program, APS has proposed to divest its 
generation assets and for PWE to acquire 6om it certain FERC-jurisdictional generation 
facilities. APS's application for Commission approval of this transfer of jurisdictional 

'*&g 18 C.F.R. 0 385.214 (2000). 

13&, Progress Power Marketing, Inc., 76 FERCI 61,155 at 61,919 (1996), letter 
order approvinn settlement, 79 FERC fi 6 1,149 (1997); Northwest Power Marketing 
Company, L. L.C., 75 FERC 1 6  1,28 1 at 6 1,889 ( 1996); accord Heartland Energy 
Services, Inc., et al., 68 FERC 1 61,223 at 62,060-063 (1994) (Heartland). 

e 
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facilities is pending before the Commission in Docket No. ECOO-118-000. However, for 
purposes of evaluating the instant application, we will assume that this transfer of 
facilities takes place. 

The Commission recently evaluated the generation dominance of PWE's affhiates 
in Docket No. ER00-1875-000, and, in our view, the proposed transfer of generating 
assets between A P S  and PWE would not alter the results of that market power study.'* 
In addition, we are not aware of any other material changes in circumstances that would 
require a new market analysis. Thus, we find that PWE meets the Cornmission's 
generation market power standard for approval of market-based rates. 

2. Transmission Market Power 

When an ailiate of a transmission-owning public utility seeks authorization to 
charge market-based rates, the Commission has required the public utility to have an 
open access transmission tariff on file before granting such authorization. P W E  does not 
own any transmission facilities. Its affiliate, APS, filed an open access transmission tariff 
with the Commission in Docket No. OA96-153-000, as amended in Docket No. ER96- 
240 1-000. Both filings were accepted by the Commission in a letter order dated June 18, 
1999. Thus, we find that P W  meets the Commission's transmission market power 
standard for approval of market-based rates. 

3. Other Bam'ers to Entry 

Based on our review of the application, we are satisfied that there are no issues 
regarding other barriers to entry of concern here. 

4. Affiliate Abuse/ Reciprocal Dealinq 

PWE proposes to engage in transactions with its affiliated Pinnacle West 
Companies at market-based rates. PWE argues, based on the restructuring of the Arizona 
retail market (including a retail rate reduction, retail rate freeze, and the implementation 
of retail choice) and the commitments made to APS's wholesale customers in PWCC and 

On March 14,2000, APS submitted an updated generation market study in 14 

Docket No. EROO-1875-000. This market study was accepted for filing by the Director, 
Division of Corporate Applications, Office of Markets, Tariffs, and Rates, acting under 
delegated authority, in an unpublished letter order issued on May 2,2000. 
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Pinnacle West Capital Corporation, Docket No. ER00-2268-001,'5 that its application 
does not raise affiliate abuse issues.'6 Thus, PWE argues, &ere is no need for its code of 
conduct to include provisions requiring the simultaneous public disclosure of all market 
information shared among the affiliates. 

Citizens argues that it may face higher rates for capacity and energy through the 
SIC component of its requirements contract with APS (Citizens' PSA) if PWE obtains 
market-based rates. Citizens expresses concern that APS's divestiture of its generating 
assets to PWE, along with P W s  ability to sell power to A P S  at negotiated rates, will 
allow APS to manipulate the calculation of the SIC. 

Citizens also argues that the Palo Verde Index is not an effective safeguard to 
protect wholesale customers fiom affiliate abuse. Citizens states that the Palo Verde 
Index figure significantly exceeds Citizens' current SIC energy rates and is so inflated 
that, in most cases, the SIC methodology will determine the applicable energy charge, 
even if it includes above-market purchased power costs resulting from affiliate 
transactions. Thus, Citizens argues that use of the Palo Verde Index will allow PWE 
substantial latitude to inflate APSs SIC customers' rates. Citizens also argues that PWE's 
proposed use of the Palo Verde Index neither replicates nor reflects the parties' economic 
bargain set out in Citizens' PSA and thus is not a reasonable proxy for APS's SIC. 

TOUA raises concerns similar to those raised by Citizens. It states that the 
combined effect of PWE's request for market-based rates and APS's request for approval 
of its sale of generation facilities to PWE will be to increase TOUA's rates, especially the 
SIC component of the rates. TOUA expresses concern that APS's SIC costs may be 

'sPWCC's market-based rate compliance filing was accepted for filing by the 
Director, Division of Corporate Applications, Ofice of Markets, Tariffs, and Rates, 
acting under delegated authority, in m unpublished letter order issued on August 25, 
2000 in Docket No. ER00-2268-001. This filing included fuel adjustment clause 
revisions consistent with OUT order in PWCC. See PWCC, 91 FERC at 61,998-99. 

PWE proposes to mitigate any potential hann to APS's wholesale customers by 
putting in place measures that will protect the customers fiom the improper pass-through 
of costs associated with affiliate transactions. In the case of APS's wholesale customers 
whose contracts include a pricing provision based on AF'S's system incremental cost 
(SIC), PWE proposes to cap the pass-through of costs to such wholesale customers at the 
lesser of APS's SIC or prices calculated based on the Palo Verde Index. In the case of 
APS's wholesale customers with an FAC, P W E  commits to abide by the commitments 
reflected in its compliance filing in Docket No. ER00-2268-001. 

16 
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driven up by inter-affiliate power purchases at negotiated rates. TOUA a p e s  that this 
could result in PWE raising its customers' costs merely by making sales to its affiliates at 
inflated prices. 

In its protest, Tucson incorporates by reference arguments that it made in PWCC 
(rehearing pending). 

Arizona Districts urges the Commission to deny PWE's application to engage in 
wholesale power sales at market-based rates, including ancillary services and inter- 
affiliate transactions at market-based rates, for the same reasons it offered in its 
intervention in PWCC. 

Commission Conclusion 

As the Commission bas explained in previous cases, there is a concern whenever a 
traditional public utility can transact with an &iliated power marketer in such a way as 
to transfer benefits from a power sale &om the public utility's captive ratepayers to the 
shareholders." PWE argues that there is no potential for affiliate abuse here because 
APS's retail customers are protected by a rate reduction and freeze and/or their ability to 
choose their electric suppliers. As to APS's captive wholesale customers, PWE proposes 
to protect these customers against potential cost shifting by offering to abide by the same 
commitments made by APS, and accepted by the Commission, with respect to APS's 
wholesale customers in PWCC. 

I 

In response to concerns raised by two of APS's customers, Citizens and TOUA, 
PWE represents that the transfer of contracts and generation assets from APS to PWCC 
and PWE will not affect the rate protections provided in Docket No. ER00-2268-000 to 
APS's wholesale customers. PWE states that the provisions of its contracts with Citizens 
and TOUA will continue to be applied as if APS continued to own the generation. Thus, 
to the extent APS generation costs would have detennined the SIC value, the appropriate 
monthly charge to SIC customers for generation fiom the transferred APS facilities will 
not be based on rates negotiated by or between the Pinnacle West Companies. PWE 
states that energy charges for transferred APS generation will be passed through to 
wholesale SIC customers in accordance with the terms of the applicable SIC provisions of 
the customer's contract, not at some higher rate negotiated by or between PWE, PWCC 

''k First Energy Trading & Power Marketing, Inc., 84 FERC 7 61.21 4 at 62,037 
(1998); GPU Advanced Resources, Inc., 81 FERC fi 61,335 at 62,539 (1997); Detroit 
Edison Company, al., 80 FERC 7 61,348 at 62,197 (1997). 
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and AI'S." We find that PWE's explanation adequately resolves the concerns raised by 
Citizens and TOUA. 

In PWCC. the Commission found PWCC's proposal to cap SIC prices at levels 
based on the Palo Verde lndex a reasonable means to avoid potential &Iiate abuse. The 
Commission stated that, its is tbe general practice in the industry, these rates are used to 
price coordination transactions that occur on an "as-adable basis" when both parties 
can agree on a prke that satisfies each party's own economic hterests.'' The 
Commission stated that the four rate schedules affected were APS's cost-based 
coordination sales tariff and bilateral agreements with three customers (Citizens, 
Colorado River Commission of Nevada, and TOUA) and that none of the customers had 
objected to Pinnacle's proposal.2o 

We find without merit Citizens' argument that the Palo Verde Index is inadequate 
to protect against affiIiate abuse by the Pinnacle West Companies. The Commission has 
repeatedly held that capping the pass-through of prices resulting from affiliate 
transactions by reference to competitive prices at recognized market hubs provides an 
effective mechanism to prevent affiliate abuse.2' Citizens has failed to persuade us that 
the Palo Verde Index is not a recognized market hub with competitive prices or that this 
safeguard would not be adequate to prevent affiliate abuse under the circumstances at 
issue here.22 

Based on the protections against affiliate abuse accepted in Docket No. EROO- 
2268-000, wholesale customers with SIC provisions in their contracts receive the benefit 
of the actual APS SIC or the Palo Verde Index, whichever is lower. Thus, we agree with 
PWE that, where APS's traders hedge and beat the market, there will be a direct benefit to 

PWE September 5 Answer at 5-6. 18 

"PWCC, 91 FERC at 61,998. 

201d. at n. 18. 

See First Energy Trading Services, Inc., 88 FERC fl61,067 (1999); AYP Energy, 21 - 
inc.. 87 FERC f i  61,009 at 61,022(1999); PWCC, 91 FERC at 61,998. 

cap SIC prices based on the Palo Verde Index "because the Palo Verde lndex is an open, 
transparent, well-recognized index of market prices in the Palo Verde region and because 
[PWCC] does not control prices under the Palo Verde Index." PWCC, 91 FERC at 
6 1,998. 

221n PWCC, the Commission stated that it was satisfied by PWCC's proposal to 

t a 

0 
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Citizens and other SIC customers; where APS's traders do not beat the market (due to 
generation outages or otherwise), the Palo Verde Index may provide a buffer against 
excessive prices that protects the interests of APS's SIC customers. 

As noted above, Tucson and h n a  Districts each reiterate in this proceeding 
arguments they raised in Docket No. EROO-2268-000 and that we addressed in PWCC, 9 1 
FERC at 61,999. Thus, we will not revisit those issues here. Moreover, Tucson's 
arguments are more appropriately addressed on rehearing in PWC€.u 

For the foregoing reasons, we will approve PWE's request to make sales at market- 
based rates to its affiliates, including its proposed code of conduct. 

5.  Ancillarv Services 

PWE requests authority to engage in the sde of certain ancillary services at 
market-based rates into the California IS0 market.24 We will grant P W s  request to 
make sales of ancillary services into the California IS0 market at market-based rates.25 

"Arizona Districts did not seek rehearing of PWCC 

24PWE requests authority to provide the following ancillary services into the 
California IS0 at market-based rates: Regulation and Frequency Response Service, 
Energy Imbalance Service, Operating Reserve - Spinning Reserve Service, and Operating 
Reserve - Supplemental Reserve Service. Pinnacle Application, Exhibit B (Proposed 
APS Market-Based Tariff at p.2). 

As noted above, Arizona Districts raise the same objections to PWE's request to 
engage in ancillary service sales into the California IS0 at market-based rates that it 
raised with regard to PWCC's similar request in Docket No. ER00-2268-000. The 
Commission fuily addressed Arizona Districts' objections in PWCC, 91 FERC at 61,999, 
and Arizona Districts did not seek rehearing of the Commission's resolution of those 
issues in that proceeding. Accordingly, we will not revisit those issues here. 

AES Redondo Beach, L.L.C., &., 85 FERC 1 6 1,123 (l998), order on u, 87 FERC 1 6 I ,208 ( I  999). 

2/14/2002 332  P 



FERC RIMS DOC 1772 12 http://rimsweb 1 .ferC.gOV/rimS.q?rp2-PrintNPick 

ORIGINAL 
is00 m m N.W. 

Washln@m. D.C. 20036-5869 

m-467-xm 

FW m-467-7176 C O U N S E L O l S  A T  L A W  

Mary Am K. Huntington 
202-467-7622 

February 12, 1997 

Lois D. Cashell 
- - .  1 - --’I-! .- Secretary 

Federal Energy Regulatory Commission 
888 First Street, N.E. 
Washington, D.C. 20426 

Re: 

Dear Ms. Cashell: 

-.-, ’ .,- 
‘a : - ., 

<: : 
a ; 

t ,  
< #  ;. 4 ,  -J , 

Pursuant to Rule 205 of the Rules of Practice and Procedure of the Federal Energy Regulatory 
Commission, please find enclosed for filing on behalf of Arizona Public Service Company (“APS”) 
an original and fourteen (14) copies of APS’s 
Rates. Also enclosed is diskette containing a No 
W G r .  

I 

If you have any questions regarding the enclosed Application, please call me at (202) 467-7622. 

Very truly yours, 

A&&Public Service Company 

1of1 2/14/2002 4:32 PM 
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Docket No. ER97- ;-$OO _, - . .  
Arizona Public Service Company 

-.. 
; .- 7 : )  
c r .  - .  io 
1 ’  . APPLICATION OF ARIZONA PUBLIC SERVICE COMPA*Y 

FOR ORDER APPROVING MARKET-BASED RATES 

Pursuant to Rule 205 of the Federal Energy Regulatory Commission’s 

(“Commission’s”) Rules of Practice and Procedure, 18 C.F.R. 0 385.205 (1996), Arizona Public 

Service Company (“APS”) submits this application for authorization to engage in wholesale, bulk 

power sales at market-determined prices, including sales not involving APS’s generation or 

transmission. Specifically. APS requests that the Commission (1) accept and approve APS’s 

market-based Market Rate Tariff “Market Tariff), attached hereto as Exhibit A, (2) grant 

blanket authorizations for APS to make wholesale sales of electric power at rates to be negotiated 

with the purchaser; and (3) waive the Commission’s filing requirements, as necessary. Pursuant to 

Section 35.3(a) ofthe Commission’s regulations, APS requests an effective date of 60 days after this 

filing, or the date on which the Commission issues an order approving APS’s application for 

market-based rates, whichever is earlier. 

- 

I. BACKGROUND 

APS is a public utility company incorporated under the laws of Arizona. APS owns, 

operates and controls facilities located in the state of Arizona used for the generation, transmission, 

and distribution of electric power. APS is seeking authorization to engage in wholesale, bulk power 

marketing activities at negotiated rates. APS plans to engage in sales of its own generation, and may 

0 
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engage in purchase and resale transactions involving electric energy and capacity purchased fiom 

other public utilities, power producers, and power marketers. APS’s Market Tariff allows it to make 

sales of energy and capacity to unaffiliated entities at market-based rates. 

11. COMMUNICATIONS 

Communications regarding this Application should be directed to the following 

individuals: 

Thomas E. Pamsh, Esq. 
Law Department Mary Ann Huntington 
Arizona Public Service Company 
P.O. Box 53999 
Station 9820/18th Floor 

John D. McGrane, Esq. 

Morgan, Lewis &c Bockius LLP 
1800 M Street, NW 
Washington, D.C. 20036 

Phoenix, AZ 85072-3999 (202) 467-762 117622 
(602) 250-3625 

Joel R. Spitzkoff 
Federal Regulation 
Arizona Public Service Company 
P.O. Box 53999 
Station 9860118th Floor 
Phoenix, AZ 85072-3999 
(602) 250-2949 

Copies of this filing have been mailed to the Arizona Corporation Commission. 

In. LIST OF MATERIALS SUBMITTED WJTFI THIS FILING 

The following is a list of materials APS has submitted with its application for 

market-based rates: 

Exhibit A - APS’s market-based Market Rate Tariff No. 1, including a Form of Service 
Agreement 

2 
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-- 

Exhibit B - A Market Power analysis for APS 

Exhibit C - A Notice of Filing suitable for publication in the Federal Register 

IV. REQUEST FOR MARKET-BASED RATE APPROVAL 

Historically, the Commission has required A P S  and other jurisdictional public utilities 

to develop their rates based on their “cost of service.” As more competition has developed in the 

wholesale power market, the Commission has been willing to accept rates that are negotiated between 

the parties without requiring cost support by the seller. In light of the rapid changes occurring in the 

electric utility industry, APS wants additional flexibility in pricing its wholesale power sales and, 

therefore, seeks authorization to make such sales at negotiated market-based rates, pursuant to the 

enclosed Market Tariff. 

The Commission generally will allow an entity -- whether a public utility, an 

independent power producer, or a power marketer -- to charge market-based rates if it can 

demonstrate that neither it nor any of its affiliates has, or has adequately mitigated market-power in 

I 

generation and transmission and neither can erect barriers to entry. In evaluating requests for 

market-based rates, the Commission also considers whether there is any evidence of affiliate abuse 

or reciprocal dealing. In a number of recent cases, the Commission has set forth the criteria that must 

be satisfied in order for a jurisdictional entity to receive authorization to charge market-based rates. 

The Commission has explained the current standards for market-based rates as follows: 

The Commission’s general standard is to allow market-based rates if 
the seller (and each of its affiliates) does not have, or has adequately 
mitigated market power in generation and transmission and cannot 
erect other barriers to entry. In addition, the Commission considers 
whether there is evidence of affiliate abuse or reciprocal dealing . . . 
In evaluating requests for open-ended, market rate authority, the 
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a 

Commission uses these Same general standards but also implements 
reporting and independent review requirements because it will not 
have the opportunity to examine the particular circumstances of each 
transaction. 

Hearllandfiergy Service, Inc., 68 FERC 161,223, at 62,060 (1994). The Commission uses these 

criteria to evaluate the market-based rate applications of traditional electric utilities, as well as power 

marketers. See Southwestern Public Service Co., 72 FERC 1 6 1,208 (1 995); Maine Public Service 

Co., 71 FERC fi 61,249 (1995). As demonstrated herein, APS meets the Commission’s criteria and 

should be granted authority to engage in transactions at market-based rates. 

A. 

With respect to its generation market power concerns, the Commission generally 

requires that an entity (1) demonstrate that the entire output of its or any of its affiliates’ generating 

facilities is committed under a long-term contract; (2) demonstrate that it and its &hates already are 

authorized to sell power at market-based rates; or (3) submit a market analysis that indicates that 

neither it nor its affiliates have generation dominance in the relevant markets. LG&E Paver 

Marketing, h c .  el ul., 68 FERC 161,247, at 62,12 1 (1994). The Commission has explained: 

When evaluating generation dominance for a traditional investor- 
owned electric utility, an affiliated power producer or an independent 
power producer that proposes to sell at market-based rates on an 
open-ended basis, the Commission defines the geographic markets as 
those utilities directly interconnected to the seller (first tier markets). 
Affiliated power marketers may sell in these same markets or in other 
markets. To guard against the possibility that an affiliated marketer’s 
rates would be affected by the generation dominance of an affiliated 
public utility, the atWated power marketer needs to provide a market 
analysis of the relevant market of its affiliates that own generating 
assets. Ifthe market analysis shows no generation dominance for the 
affiliates, there would be no reason to ascribe generation dominance 
to the a i a t e d  power marketer in the same market or in any other 
(more remote) markets. 
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HemtIand, 68 FERC at 62,061 (footnotes omitted); see also Detroit Edison Co., 77 FERC fi 61,279, 

slip op. at 2 @ec. 19, 1996); PacijZop., 77 FERC 7 61,280, slip op. at 2 (Dec. 19, 1996); Progress 

Power Mwketing, inc., 76 FERC fl6 1,15 5, at 6 I ,9 1 9 ( 1 996); Northwest Paver Marketing Company, 

L.LC., 75 FERC fl61,281, at 61,889 (1996). 

APS is engaged in the generation, transmission and distribution of electric energy and 

capacity in a franchised electric service territory. To address the Commission’s requirements 

concerning generation market power, APS has submitted with this filing a market power analysis, 

attached as Exhibit B, which demonstrates that APS does not have generation market power. 

Consistent with the Commission’s requirements, U S ’ S  market-power analysis 

considers total and uncommitted capacity in APS’s first tier markets. APS’s share of total generating 

capacity and uncommitted or surplus capacity in each first tier market was determined using data 

from the Western Systems Coordinating Council (“WSCC“) 1996 Loads and Resources Report. 

Additional information ftom the following sources was also utified in preparing APS’s market power 

analysis: (1) “1995 WSCC Existing Generation” database; (2) RDI “POWERDAT” database; and (3) 

“WSCC 1995 Coordinated Bulk Power Supply Program (1994-2004)” report. In determining 

uncommitted capacity, a reserve margin of 6% to 25% was used for all of the first and second tier 

entities. The reserve margin data was obtained from the WSCC 1995 Coordinated Bulk Power 

Supply Program (1994-2000) report. If information on an individual company’s reserve margin was 

not available, then the summer, subregional power area average was used for that utility. 

The market power analysis demonstrates that APS does not have market power. After 

the effects of APS’s open access transmission tariff are taken into account, APS’s share of total 
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capacity in the first tier markets ranges from 3% to 7%; APS’s share of uncommitted capacity is 0%. 

These figures are well within the range the Commission has approved for market-based rates. 

In addition to APS’s own generation, the market power analysis concludes that APS’s 

expected external power marketing activities do not raise generation market power concerns. The 

market power study explains that with the availability of open access transmission service, entry by 

those who wouId market power on a buy-and-sell basis is relatively easy; therefore, power marketing 

does not raise concerns about the exercise of market power. As a result, APS requests that the 

Commission grant its request to sell power at market-based rates. 

B. Power: 

In order to ensure that utilities do not possess transmission market power, the 

Commission generally requires a public utility have on file an open access transmission tariff for the 

provision of comparable services See, e.g., Southern Indiana Gas & Electric Company, 77 FERC 

7 61,021 (1996). 
I 

On July 9, 1996, APS filed in Docket No. OA96-153-OOO an open-access transmission 

tariff providing for comparable services. 

C. s to Entry 

In addition to generation and transmission market power, the Commission also 

analyzes whether the entity seeking market-based rates owns or controls other potential barriers to 

entry. In prior cases, the Commission has indicated that it also will consider whether the entity is 

affiliated with, or owns, interstate gas pipelines or local gas distribution systems. 
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APS is not af6liated with any entities that could impose barriers to entry in the electric 

power generation business through their ownership or control of any resources or inputs that could 

be essential to market entry by competitors. See Exhibit B, APS’s Market Power Analysis. 

D. 

In evaluating market-based rate applications of affiliated power marketers, the 

Commission also considers the potential for affiliate abuse and reciprocal dealing. The Commission 

has  explained that affiliate abuse takes place when a public utility and an affiliated power marketer 

transact in ways that result in a transfer of benefits from the public utility (and the ratepayers) to the 

power marketer (and the shareholders). HearfIand, 68 FERC at 62,062; wholesale Power Services, 

I ~ c . ,  72 FERC 161,284 (1995). 

In this instance, there is no affiliated power marketer seeking market-based rates. APS 

itself is seeking market-based rates for its own wholesale power sales, including sales not involving 

APS’s transmission or generation facilities. For this reason, there is no affiliate abuse issue in this 

proceeding. See Soulhesfern Service Co., 72 FERC 1 61,208, at 61,968 (1995). 

E. 

In Soufhern Company Services, Inc., 75 FERC fi 6 1,130 (1 996), the Commission 

revised its filing requirements for public utilities engaged in market-based sales. Consistent with the 

Commission’s requirements in Southem, APS commits that it will file quarterly transaction summaries 

of short-term transactions (transactions with a duration of one year or less) entered into under APS’s 

Market Tariff. For short-term transactions, APS will list the purchaser, the transaction period, the 

unbundled prices for generation, transmission, and ancillaty services, the amount of electricity sold, 

and the total charge to the purchaser. For long-term transactions (those with a duration of more than 
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one year), APS will file the transaction agreement within 30 days of commencement of service. Prior 

Notice and Filing Requirements Under Part II of the Federal Power Act, 64 FERC 1 61,139, 

cZanjed, 65 FERC 761 ,OS 1 (1  993). For both the quarterly summaries and the service agreements 

for long-term transactions, APS will separately state the unbundled prices for generation, 

transmission, and ancillary services, as required by the Commission. See Cincinnati Gas & Electric 

Co., 77 FERC 7 6 1,172, slip op. at 5 (Nov. 15, 1996). Additionally, to facilitate the orderly 

maintenance of the Commission’s files, APS will file its long-term transactions separately from its 

short-term transactions. 

With respect to electricity price risk management transactions (e.g., futures, options, 

swaps) that allow customers to control or mitigate adverse fluctuations in the price of electricity, the 

Commission has noted that while many such contracts obligate the selling company to deliver 

electricity upon the customer’s demand, frequently the customer may decide not to exercise its 

contractual right to take delivery. As a result, APS will only file transactions which actually go to 

delivery. New York Mercantile Exchunge!, 74 FERC 7 6 1,13 1 (1 996). 

A P S  commits that it will file a revised market analysis every three years. This is 

consistent with Commission precedent. Morgan Stanley Capital Group, Inc., 69 FERC 1 6  1,175, 

at 6 1,695 (1994) (as clarified in Engelhard Power Marketing, inc., 70 FERC 7 61,250( 1995)). 

V. OTHER INFORMATION 

APS is unable to determine the level of use of its Market Tariff, therefore, A P S  cannot 

proviL,: an estimate of revenues. 
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There are no expenses or costs included in the proposed rates that have been judged 

in any administrative or judicial proceedings to be illegal, duplicative, or unnecessary costs that are 

demonstrably the product of any discriminatory employment practices. 

APS respect&lly requests that the Commission accept the Market Tariff for filing and 

permit it to become effective 60 days from the date of this filing, or the date of the Commission’s 

order accepting APS’s request for market-based rate approval, whichever is earlier. Because APS 

has requested market-based rate authority, many of the Commission’s filing requirements are 

inapplicable. To the extent any filing requirement is not satisfied by the material enclosed herewith, 

APS requests a waiver of any additional filing requirements in Part 35 of the Commission’s 

regulations which may be necessary to permit implementation of the Market Tariff in accordance with 

its terms. 
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VI. CONCLUSION 

WHEREFORE, for the foregoing reasons, APS requests the Commission to issue an 

order that grants authorization for APS to make wholesale sales of electric power at market-based 

rates, including sales not involving APS’s generation or transmission. APS requests an effective date 

60 days From the date of this filing, or the date of the Commission’s order accepting APS’s request 

for market-based rate approval, whichever is earlier. 

Respectfully submitted, 

ry Ann Huntington kf ichael P Donahue 
Morgan, Lewis & Bockius, LLP 
I800 M Street, NW 
Washington, D.C. 20036 
(202) 467-7000 

Thomas E. Pamsh, Esq. 
Law Department 
Arizona Public Service Company 
P.O. Box 53999 
Station 9820118th Floor 
Phoenix, AZ 85072-3999 
(602) 250-3625 

Dated: February 12, 1997 
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ARIZONA PUBLIC SERVICE COMPANY 
MARKET RATE TARIFF NO. 1 

(MR-1) 

1 DEFINITIONS 

The following terms shall have the specified meaning when used in the Market Rate 

Tariff No. 1 (“Tariff) or in a Service Agreement 

1.1 

1.2 

1.3 

1.4 

1.5 

Commlsslon: The Federal Energy Regulatory Commission. 

Customer: An entity that executes a Service Agreement under this Tariff. 

w: The initial agreement and any supplements thereto entered 

into by a Customer and Arizona Public Service Company (“APS”) for service 

under this Tariff. 

X u i @  This Market Rate Tariff No. 1 as it may be amended andor superseded 

from time to time. 

Transaction: An individual transaction scheduled pursuant to this Tariff and a 

Service Agreement. 

. .  

2 AVAILABILITY 

2.1 

2.2 

This Tariff is available for purchases of electric energy andor capacity from APS. 

No entity affiliated with APS is eligible for service under this Tariff. 

3 CHARACTER OF SERVICE 

APS may provide capacity and/or energy under this Tariff in varying amounts, at varying 

levels of firmness or priorities of service, for varying periods of service, and in 

accordance with varying delivery schedules, as agreed to between the Customer and A P S .  

0 
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Arizona Public Service Company 
Market Rate Tariff No. 1 (MR-1) 

Page -2- 

4 RGTES 

4.1 The rates for purchases unLx this T ~ I  

APS. 

ff shall be as agreed to by the Customer and 

4.2 Should APS obtain transmission service under its Open Access Transmission 

Tariff for sales under this Tariff, it will separately state the prices for wholesale 

generation, transmission and ancillary services. 

5 SERVICE AGREEMENTS 

5.1 

5.2 

5.3 

Prior to the commencement of service to a new customer, AF'S and each new 

Customer will execute a Service Agreement. APS will file a copy of the executed 

Service Agreement with the Commission. 

APS may refuse, at its sole discretion, to enter into a Service Agreement or 

Transaction under this Tariff, APS is under no obligation to execute a Service 

Agreement to provide service hereunder. 

Acceptance of service by the Customer pursuant to a Service Agreement commits 

the Customer to the provisions of this Tariff and to the terms of the Service 

Agreement. 

6 EXPANSION OF FACILITIES 

APS will have no obligation under this Tariff or any Service Agreement executed 

hereunder to plan its system, to enlarge or modify its facilities or operate its system in 

such a manner in order to provide or maintain energy andor capacity sold hereunder. 
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Arizona Public Service Company 
Market Rate Tariff No. 1 (MR- 1 ) 

Page -4- 

FORM OF SERVICE AGREEMENT 

This Service Agreement, dated as of , is entered into by 

and between Arizona Public Service Company (“Company”), and 

(“Customer”), pursuant to the Company’s Market Rate Tariff 

No. I (“Tariff“). 

Each transaction hereunder shall be carried out under terms and conditions as agreed 

upon by the Company and Customer in accordance with the terms and conditions of the Tariff. 

IN WITNESS WHEREOF, Company and Customer have caused this Service 

Agreement to be executed by their respective authorized officials as of the date first above 

written. 

ARIZONA PUBLIC SERVICE COMPANY 

t 6 

By: By: 

Title: Title: 

Date: Date: 
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EXHIBIT B 

Arizona Public Service Company’s 
Generation Market Power Analysis 

The Federal Energy Regulatory Commission (“FERC”) has required those requesting 

the right to make wholesale bulk power sales at market-determined prices to document that they do 

not possess either transmission market power or generation dominance. Concerning the first of 

these, FERC has found that concerns about what is called transmission market power can be 

eliminated by the filing of an open access transmission tariff that meets its comparability requirements. 

With the Final Rule in Docket No. RM95-8-000, Promoting Wholesale Competition Through Open 

Access Non-Discriminatory Transmission Services By Public Utilities and Recovery of Stranded 

Costs by Public Utilities and Transmitting iJtilities, FERC Stats. & Regs. 7 3 1,026 (1996) (“Order 

No. 888’7, all jurisdictional utilities were required to file such tariffs, and so this seemingly no longer 

has significance as a separate requirement for granting market-based pricing authority. Arizona 

Public Service Company (“APS) already has filed such a tariff. Concerning the secund, generation 

dominance, FERC’s approach for assessing the appropriateness of market-based pricing for 

wholesale bulk power sales from existing capacity has been to look at the applicant’s shares of total 

and uncommitted generating capacity within various 9rs t  tier markets I’ FERC’s approach for 

assessing the appropriateness of market-based pricing for wholesale bulk power sales from new 

capacity is to examine whether the applicant for market-based pricing authority controls entry barriers 

* 

that might be used to thwart potential competitors. This exhibit, including its attached tables, 

1/ The analysis examines APS’s share of total and uncommitted generator capacity with U S ’  
first tier and second tier markets. 
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provides, in support of APS’s application for market-based pricing authority, the types of analyses 

which FERC has required. 

FIRST TIER ANALYSES 

As indicated, FERC’s approach for assessing the appropriateness of market-based 

pricing for sales from existing capacity has been to look at the applicant’s share of total and 

uncommitted capacity within various first tier markets. A first tier utility is one that is directly 

interconnected with the applicant. The participants in each first tier market, sometimes called a hub 

and spoke market, include (i) the utility on whom the market is centered, (ii) the applicant for market- 

based pricing, (iii) each utility other than the applicant that is interconnected with the center utility, 

and (iv) any other utility that can be accessed by the applicant’s open access transmission tariKg For 

such analyses, total capacity generally is considered to be the sum of owned capacity plus firm 
I 

0 purchases net of firm sales, while uncommitted capacity is the excess of the company’s total capacity 

over the sum of its peak demand plus reserve responsibility. Consistent with the Commission’s 

requirements, APS’s market-power analysis considers total and uncommitted generating capacity in 

APS’s first tier markets. 

I 

The utilities interconnected with APS are as follows. Arizona Electric Power 

Cooperative. Inc. (“AEPC“), Colorado River Indian Irrigation Project (“CRIP”), El Paso Electric 

Company (“EPE’), Electrical and Irrigation Districts (“ED/ID”),y Imperial Irrigation District (“IID”), 

With the issuance of Order No. 888 and its requirement that all jurisdictional utilities file open 
access transmission tariffs, this category seemingly should be revised to include all utilities 
accessible by payment of but a single wheeling charge, and not just those accessible by a 
single wheeling charge over the applicant’s system. 

ED/ID consists of: Aguila Irrigation District (“AID”), Buckeye Water Conservation & 
(continued.. .) 

2/ 

2 
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Los Angeles Department of Water & Power (“LADW),  Navajo Tribal Utility Authority (“NTUA”). 

Nevada Power Company (“NEW), PacifiCorp-West (“PAC-W’), PacifiCorp-East (“PAC-E”), 

Plains Electric Generation & Transmission Cooperative (“Plains”), Public Service Company of New 

Mexico (“PNM”), Salt River Project (“SRP”), San Diego Gas & Electric Company (“SDG&E), 

Southern California Edison Company (“SCE), Southern California Public Power Association 

(“SCPPA”), Tohono O’Odham Utility Authority (“TOUA”), Tri-State G&T Association, Inc. 

(“TSGT”), Tucson Electric Power Company (“TEP). United States Bureau of Reclamation-Lower 

Colorado River (“USLC). United States Bureau of Reclamation-Upper Colorado River-NW 

(“USUCNW’), United States Bureau of Reclamation-Upper Colorado River-RM (“USUCRM”), 

Western Area Power Administration-Lower Colorado River (“WAUC”), Western Area Power 

Administration-Lower Colorado River (“WALC”), Wickenburg Electrical Department (“WED’), and 

Williams ( “ W S ” ) .  
1 

The results of the first tier analyses are summarized in Tables 1, 2, and 3 attached 

hereto. Table 1 contains information on total installed capacity, firm load, firm purchases, firm sales, 

planning reserve margin (the percent of total capacity that is reserves and the amount of reserves), 

and uncommitted capacity for each first and second tier entity; Table 2 contains an analysis of each 

first tier target market; and Table 3 contains a summary of APS’s market share of total installed and 

uncommitted capacity. 

Y(.. .continued) 
Drainage District (“BWCD), Electrical District No. 
(“ED3”), Electrical District No. 7 (“EDT’), Electrical 

(“EDl”), Electrical District No. 3 
bistrict No. 8 (“EDS”), Harquahala 

Valley Power District (“HVPD’), Maricopa County Municipal Water Conservation District 
No. 1 (“MCW), McMulten Valley Water Conservation & Drainage District (“MVD”), 
Roosevelt Irrigation District (“RID”), and Tonopah irrigation District (“TID”). 
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- 

and after the effects of the open access tariff have been incorporated. Under either andysis, APS's 

figures are far below those which might suggest c o n m  about the potential exercise of market power 

under either FERC precedent or any other reasonable standard. 

ENTRY BARRIERS 

The above analyses implicitly assume that all of APS's sales under market-based 

pricing authority will involve its own generation or transmission. However, APS also may make sales 

under this authority that do not involve its own generation or transmission. Such sales do not present 

any concerns about the possible exercise of market power. Ease of entry is one of the most important 

factors to consider in assessing the potential for the exercise of market power. Where entry is 

relatively easy, concerns about the potential exercise of market power should vanish. With the advent 

of open access transmission tariffs, entry by those who would market electric capacity on a 

buy-and-resell basis, as APS may do, is relatively easy. It requires access to those transmission tariffs, 

knowledge of supply and demand sources, and perhaps an ability to recognize various types of risk 

and provide mechanisms to hedge these, but it does not require various types of capital investments 

in generation or transmission plant that in the past might have been used to argue that entry was 

difficult. In short, there are potentially many entities that could compete with APS in the marketing 

of capacity on an simultaneous buy-and-resell basis. Stated differently, with the advent of open 

access transmission tariffs, power marketing does not possess the characteristics of an activity where 

there are likely to be realistic concerns about the exercise of market power. 

In the past. FERC's analyses of potential barriers have focused on control of sites at 

which new generation might be constructed, control of firel supplies and control of fuel transport 

facilities. As a general matter, a single firm is unlikely to have sufficient control in any of these areas 
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to enable it to thwart entry by its competitors. The specific facts indicate that such control is not 

present in this case. APS plans to install a combustion turbine near Kingman, Arizona in 1998 to 

serve the load of Citizens Utilities Company (“CUC“) in the Kingman area and which cost will be 

directly assigned to CUC. However, at this time, there is no firm commitment to install additional 

APS owned generation resources. Additionally, APS does not have ownership in or control of any 

fossil hel or nuclear fuel resources. Finally, as a joint participant in the Navajo Generating Station, 

APS has partial ownership interest in the railroad that delivers coal fiom the mine to the plant 

(including the locomotive, coal cars and approximately 80 miles of track). Other than this, APS does 

not have, in part or whole, any ownership interest in he1 transportation facilities. 
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a 
ANALYSIS OF EACH FIRST-TIER TARGET 

I 

LINE 
I FIRST-TIER ENTITY: AEPC 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 EPE 
4 PNM 
5 'TNP 
6 SRP 
7 USLC 
8 TCP 
9 WALC 

IO SUBTOTAL (2+ .....+ 9)  
I I  TOTAL (1+10) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

12 CRllP 
13 13D/ID 
14 IlD 
I5 LDWP 
16 NTUA 
17 NCVP 
18 PAC-W 
I9 PAC4 
20 PIGT 
21 SDGE 
22 SCE 
23 SCPPA 
24 TOUA 
25 'TSG'I' 
26 lJSUC 
27 USUC 
28 WAUC' 
29 WED 
30 WMS 

31 SUB TOTAL (I 1 + ..,.. + 30) 
32 TOTAL ( I t  +3I)  

APS' SHARE OF TOTALTARGET MARKET 
33 
34 

BEFORE OPEN-ACCESS TARIFF (2 I 1 I)  
AFTER OPEN-ACCESS TARIFF (2 I32) 

ARKET 
TOTAL 

INSTALLED 
CAPACITY 

52a 

3.943 
1,486 
I .497 

4.086 
541 

1.948 
457 

13,964 
14.484 

653 
7.5 I6 

2,994 
6,833 
938 
235 

3,055 
18.237 
739 

1.256 

1,807 

44,262 
58.147 

21.2% 
6.7% 

MARKET 1 OF 22 

UNCOMMIITEU 
CAPACITY 

38 

63 
103 

86 

I34 
572 

957 
996 

330 
I ,53 I 

558 

439 

222 

616 

3.695 
4.69 1 

0.0% 
0.0% 

21/97 
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ANALYSIS OF EACH FIRST-TIER TARGET 

FIRST-TIER ENTITY: EPE 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

3 
4 
5 
6 
7 
H 
9 
10 
II 
12 
13 
14 
I5 
16 
17 
I X  
19 
20 

21 

PAC-W 
PAC-E 
usuc 
1 ISM' 
'I'SCI' 
WAlJC 
PEGT 
PNM 
'rNP 
SRI' 
TEP 
AEIC 
CI'C 
SCF, 
LDWP 
SDCi6 
SCPPA 
M13X 

SUBTOTAL (2 ,.... + 20) 
22 I TOTAL (1+21)  

I 
AFTER OPEN ACCESS TRANSMISSION TARIFF 

(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 
23 CRlIP 
24 
25 
26 
27 

29 
30 
31 
32 

28 

ED/ID 
IID 
NTUA 
N E W  
'KXJA 
1JSI.C 
WALC 
WED 
WMS 

33 SUB TOTAL (22 + ..... + 32) 
34 TOTAL (22 + 33) 

I APS' SHARE OF TOTAL TARGET MARKET 
35 I6EFORE OPEN-ACCESS TARIFF (2 I221 
36 IAFIXR OPEN-ACCESS TARIFF ( 2 1 ~ )  

4RKET 
TOTAL 

INSTALLED 
CAPACITY 

1.486 

3,943 
6,833 

938 

1,256 
1,807 

235 
1,497 

4.086 
1.948 

520 

18,237 
7.516 
3.055 

739 

52,610 
54.096 

653 

2.994 

547 
457 

4.65 I 
58,747 

7.3% 
6.7% 

MARKET 3 OF 22 

UNCOMMITTED 
CAPACITY 

63 

558 

222 
616 

I03 

86 
I34 
38 

1.53 I 
439 

3.727 
3,790 

330 

572 

90 I 
4,6Y I 

0.0% 
0.0% 

2/7/97 
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ANALYSIS OF EACH FIRST-TIER TARGET 

LINE 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY 1 NTERCONNECTED ENTlT I ES) 

2 APS 

3 SUB TOTAL (2 + ..... + 2) 
4 TOTAL (1 +3) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

AEPC 5 
6 
7 
8 
9 
I O  
I I  
I 2  
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

30 
31 

CRllP 
EPE 

INTUA 
NEVP 
PAC-W 
PAC-E 
PEGl’ 
PNM 
SKP 
SDGE 
SCE 
SCPPA 
‘1 OUA 
1SGT 
”P 
IJSLC 
1ISIlC 
usuc 
WALC 
WAUC 
WED 
W M S  

I SUB TOTAL (5 + ..... + 29) 

I TOTAL (4+30) 

APS‘ SHARE OF TOTALTARCET MARKET 
32 BEFORE OPEN-ACCESS TARIFF (2 14) 
33 AFTER OPEN-ACCESS TARIFF (2 IJ1) 

4RKET 
TOTAL 

INSTALLED 
CAPACITY 

3,943 

3,943 
3.943 

520 

1,486 
653 

7.5 I6 

2.994 
6,833 

93 8 
235 

1,497 
4.086 
3.055 

18,237 
739 

1,256 
1,948 

547 

457 
1.807 

54.804 
38,747 

100.0% 
6.7% 

MARKET 4 OF 22 

UNCOMMITTEI 
CAPACITY 

34 

6: 
33( 

1.531 

558 

I03 
86 

439 

222 
I34 

571 
616 

4.691 
4.69 I 

0.o”i. 
0.0% 

t 

2/7/97 
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ANALYSIS OF EACH FIRST-TIER TARGET 

LINE 
I FIRST-TIER ENTITY: IID 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 EPE 
4 PNM 
5 SRP 
6 USLC 
7 WALC 
8 SCE 
9 LDWP 
I O  smri 
I 1  SCPPA 

12 SUBTOTAL ( 2 +  .....+ 1 1 )  
13 TOTAL ( I + l 2 )  

AlTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

14 AEPC 
IS CRllP 
16 ED/ID 
17 NTUA 
18 NEVI' 
19 PAC-W 
20 PAGE 
21 PEGT 
22 'I'OUA 

24 IEP 
25 USUC 
26 USUC 
27 WAUC 
28 WED 
29 WMS 

30 SUB TOTAL (14 + _... + 29) 
31 TOTAL (13 + 30) 

23 ' r s m  

IARKET 
TOTAL 

INSTALLED 
CAPACITY 

652 

3.943 
1.486 
1.497 
4,086 

547 
457 

18.237 
7,516 
3.055 

739 

41,562 
42.2 I5 

520 

2,994 
6,833 

93 8 
235 

1.256 
1,948 

1.807 

16.53 I 
58.747 

APS' SHARE OF TOTAL TARGET MARKET 
32 BEFORE OPEN-ACCESS TARIFF (2 I 13) 93% 
33 AFTER OPEN-ACCESS TARIFF (2 / 31) 6.1% 

MARKET 5 OF 22 

UNCOMMITTEI: 
CAPACITY 

33c 

63 
103 
86 

572 

IS3 I 
439 

2.793 
3.123 

38 

558 

222 
I34 

616 

1,568 
4,69 I 

0.0% 
0.0% 

I 

GEN-MPA. XLSTable2-I ID 
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TABLE 2 
MARKET 6 OF 22 

ANALYSIS OF EACH FIRST-TIER TARGET MARKET 

I 
LINE 

I FIRST-TIER ENTITY: LDWP 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 BPA 
4 USCE 
S USPN 
6 WAMP 
7 ICPA 
8 EPE 
9 PNM 
IO APA 
I 1  SRP 
12 US1.C 
13 TEP 
14 IID 
I5 WALC 
16 SCE 
17 SDGE 
I 8  N E W  
19 SCPPA 
20 M W D  
21 CDWR 
22 ANHM 
23 BURD 
24 GLEN 
25 PASA 
26 RVSD 
27 AZSA 
28 BNNG 
29 CLTN 
30 VERN 
31 PO&E 
32 USMI’ 
33 WAMP 
34 MSR 

3s SUBTOTAL (2 +.....+ 34) 
36 TOTAL (I+.%) 

C;EN_MPA.XLSTabIcZ_LADWP 

TOTAL 
INSTALLED 
CAPACITY 

7,510 

3.943 
1.351 

14.450 
7,107 

45 
338 

1.486 
1.497 

400 
4.086 

547 
1,948 

653 
457 

18,237 
3,055 
2,994 

739 
I54 

1.838 
3 77 
354 
345 
327 
I72 
32 
22 
2 

43 
17,414 

1,257 
1 

143 

85.n I 4 
93,330 

UNCOMMITTEI 
CAPACITY 

1.53 I 

14,4S( 
7.10; 

4! 
338 

63 
IO3 
23 
84 

I34 
33c 
572 

439 

1.027 
473 
I05 
72 
66 

237 
61 
36 
33 
83 

205 
96 1 
I43 

27.19; 
28,723 

2/7/97 
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ANALYSIS OF EACH FIRST-TIER TARGET 

I 
LINE 

AITER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

37 A E K  
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

CRIlP 
ED/ID 
NTUA 
PAC-W 
PAC-E 
PEGT 
TOUA 
TSGT 
usuc 
usuc 
WAUC 
WED 
WMS 

5 I I SUB TOTAL (37 + ..... + SO) 

ARKET 
TOTAL 

INSTALLED 
CAPACITY 

520 

6.833 
93 8 
235 

1.256 

1,807 

MARKET 6 OF 22 

I 1.589 
52 I TOTAL (36 + 51) 104,919 

UNCOMMITTED 
CAPACITY 

38 

558 

222 

616 

1,434 
30, I57 

I APS' SHARE OF TOTAL TARGET MARKET 
4.2% 0.0% 
3.8% 0.0% 

53 
54 

BEFORE OPEN-ACCESS TARIFF (2 I36) 
AFTER OPEN-ACCESS TARIFF (2 152) 
I I t 

GEN-MPA.XLSl'able2-I .ADWP 

t 0 

2/1/97 
PAGE 12 OF 34 e 
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ANALYSIS OF EACH FIRST-TIER TARGET 

LINE 
I NTUA 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 PAC-W 
4 PAC-E 
5 usuc 
h IJSUC 
7 'SSGT 
8 WAUC 
9 EPE 
IO NAP1 
I I  PNM 
12 FARM 
13 SRP 
14 SCE 

I5 SUB TOTAL (2 + ..... + 14) 
16 TOTAL ( I  + 15) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

17 AEPC 
18 CRliP 
19 ED/ID 
20 IID 
21 LDWP 
22 NEVP 
23 PEGT 
24 SDGE 
25 SCPPA 
26 TOUA 

28 USLC 
29 WALC 
30 WED 
31 WMS 

27 ' rw 

32 SUBTOTAL (17+ .....+ 31) 
33 TOTAL (16 + 32) 

I APS' SHARE OFTOTAL TARGET MARKET 
34 IBEFORE OPEN-ACCESS TARIFF (2 I 16) . .  
35 ~AFTGR OPEN-ACCESS TARIFF (2 I 33) 

LRKET 
TOTAL 

INSTALLED 
CAPACITY 

3,943 
6,833 

938 

1.256 
1.807 
1,486 

1,497 
125 

4.086 
18.237 

40,208 
40,208 

520 

653 
7.516 
2.994 

235 
5.055 

739 

1.948 
547 
457 

18.664 
58.872 

MARKET 7 OF 22 

UNCOMMITTED 
CAPACITY 

558 

222 
616 
63 

103 
27 
86 

1,675 
1.675 

38 

330 
1,531 

439 

134 

572 

3,043 
4.718 

I 
6.7% 0.0% 

2/7/97 
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TABLE 2 
MARKET 8 OF 22 

ANALYSIS OF EACH FIRST-TIER TARGET MARKET 
1 I TOTAL 

INSTALLED 
LINE CAPACITY 

I NEVP 2.994 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 PAC-W 
4 PAGE 
5 usuc 
6 USUC 
7 WAUC 
8 APA 
9 SRP 
IO us1.c 
I I 'I'EP 
I2 WALC 
13 SCE 
14 LDWP 
15 MWD 
16 CDWR 

3.943 
6.833 

938 

1.807 
400 

4,086 
547 

1,948 
457 

18,237 
7,516 

I54 
I ,838 

17 SUBTOTAL (2 +.....+ 16) 48.704 
18 TOTAL (1+17) 5 1.698 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

19 AEPC 520 
20 
21 
22 
23 
24 
25 
26 
21 
28 
29 
30 
31 
32 

CRllP 
IYE 
EDRD 
111) 
NI'UA 
I'EGT 
I'NM 
SDGE 
SCPPA 
'TOUA 
TSW 
WED 
WMS 

1,486 

653 

235 
1.497 
3,055 

739 

1.256 I 

SUBTOTAL (I9 + ..... + 32) 9.441 
TOTAL (18 + 33) 61,139 

APS' SHARE OF TOTAL TARGET MARKET 
BEFORE OPEN-ACCESS TARIFF (2 I 18) 7.6% 

UNCOMMITTEI 
CAPACITY 

551 

61t 
21 
8t 

134 
57i 

1.53 1 

I .02; 

4,547 
4.547 

38 

63 

33c 

I03 
435 

222 

1,195 
5.142 

0.0% 
0.0% 

0 

217197 
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ANALYSIS OF EACH FIRST-TIER TARGET 

LINE 
PAC-W 
PAC-E 

I PAC 
BEFORE OPEN ACCESS TRANSMISSION TARIFF 

(DIRECTLY INTERCONNECTED ENTITIES) 
2 APS 
3 UF 
4 BPA 
5 cc 
6 CllPD 
7 COW 
8 DOPD 
9 EWEB 
10 GCPD 
I I (I’HI’D 
I2 POPD 
13 PGE 
14 PSPL 
I5 SCL 
16 TCL 
17 WWPC 
1R USCE 
19 llSPN 
20 SlWD 
21 WAMP 
22 OKPD 
23 II‘C 
24 MI‘C 
25 UMI’A 
26 D G I  
21 usuc 
28 WAUM 
29 SP1’ 
30 UAMP 
31 PSC 
32 UCPC 
33 usuc 
34 PRPA 
35 ‘I’SGT 
36 BHPL 
37 WALM 
38 WAUC 
39 WMPA 
40 EPE 
41 PNM 
42 SRP 

44 SCE 
4s LDWP 
46 NEVP 
47 PG&E 
48 USMP 
49 WAMP 
SO NCPA 
S I  USDl 
52 TANC 

43 m 

53 SUB TOTAL (2 + ..... + 52) 
54 ‘TOTAL (1 t 53) 

GEN-MPA.XI.STahle2-PAC 

ARKET 
TOTAL 

INSTALLED 
CAPACITY 

6,833 
936 

7,771 

3.943 

1.351 

2.004 
72 
840 
I27 

1.967 
54 
75 

2.284 
2.545 
1.904 
879 

1.759 
14.450 
7.107 
212 
45 

2.646 
1.585 
49 
520 

1.1 18 
200 

3.784 
65 I 

41 I 
1.256 
299 
819 

1,807 
23 

I .486 
I .497 
4.086 
1.948 
18.237 
7.516 
2.994 
17,414 
1,257 

I 
404 

113,624 
120.457 

MARKET 9 OF 22 

IINCOMMIXTEI 
CAPACITY 

551 

I .401 
71 
665 

1.4S1 
54 
75 

49 
14.450 
7,107 
212 
45 

269 

220 

I49 

222 
45 
246 
616 

63 
103 
86 
134 

I .53 I 

205 
961 

30.43 I 
30.989 

PAGE I S  OF 34 
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- 

TABLE 2-- 
- 

MARKET 9 OF 22 

ANALYSIS OF EACH FIRST-TIER TARGET MARKET 
TOTAL 

INSTALLED ClNCOMMlrCED 
LINE CAPACITY CAPACITY 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

55 AEPC 520 38 
56 CRllP 
57 EWlD 
58 IID 
59 NTUA 
60 IEGT 
61 SDGE 
62 SCPPA 
63 TOUA 
64 USLC 
65 WA1.C 
66 WED 
67 WMS 

653 

235 
3.055 
739 

547 
457 

330 

439 

572 

68 SUB TOTAL (55 + ..... + 67) 6.205 I .I79 
69 TOTAL (54+68) 126,663 

I A P S  SHARE OF TOTALTARCET MARKET I I 
70  BEFORE OPEN-ACCESS TARIFF (z I 54) 3.3% 0.0% 
7 I (AFTER OPEN-ACCESS TARIFF (2 169) I 3.1% I 0.0% 

t 0 

GEN-MPA.XLSToble2-DAC 

9 of 13 
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TABLE 2 
MARKET I O  OF 21 

ANALYSIS OF EACH FIRST-TIER TARGET I 
LINE 

I PECT 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

CISUC 
llSUC 
‘I‘SGT 
WAUC 
EPE 
PNM 
SRP 

I I  SUBTOTAL (2 +.....+ 10) 
12 TOTAL (1+11)  

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

14 CXIIP 
I5 I:D/ID 
16 IID 
17 I.I)WP 
18 NTIJA 
19 N E W  
20 PAC-W 
21 PAC-E 
22 SDGE 
23 SCE 
24 SCPI’A 
25 ’ K N A  
26 1ISI.C 
27 WA1.C 
28 W E D  
29 W M S  

30 SUB TOTAL (13 + ..... + 29) 
31 TOTAL (12 + 30) 

t 

LRKET 
TOTAL 

INSTALLED 
CAPACITY 

235 

3,943 

1.256 
1.807 
1.486 
1.497 
4,086 
1.948 

16,023 
16,258 

520 

653 
73 I6 

2,994 
6.833 
938 

3.055 
18,237 
739 

547 
457 

42,488 
58,747 

UNCOMMITTED 
CAPACITY 

222 
616 
63 
I03 
86 
134 

I .224 
1.224 

38 

330 
1,531 

558 
439 

572 

3.467 
4.69 I 

APS‘ SHARE OF TOTAL TARGET MARKET I 
32 IKEFORE OPEN-ACCESS TARIFF (2 112) 24.3% 0.0% 

AFTER OPEN-ACCESS TARIFF (2 131) I 6.7% 1 0.0% 
33 I 

2/7/91 
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ANALYSIS OF EACH FIRST-TIER TARGET I 
LINE 

I FIRST-TIER ENTITY: PNM 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
i (DIRECTLY INTERCONNECTED ENTITIES) 

2 IAPS 
3 PAC-W 
4 PAC-E 
5 usuc 
6 lJAMP 
7 Psc 
8 USUC 
9 ’I’SGT 
I O  WAlJC 
I1 EPE 
12 PEGT 
I 3  NAP1 
14 LAC 
15 FARM 
16 INP 
17 llOW 
18 SRP 
19 TEP 
20 AEPC 
21 NTUA 
22 SCE 
23 LDWP 
24 SDGE 
25 SCPPA 
26 ANHM 
27 MSR 

28 SUBTOTAL (2 +.....+ 27) 
29 TOTAL (1 +28) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

30 CRllP 
31 EDIID 
32 IID 
33 NEVP 
34 ’I’OUA 
35 USLC 
36 WALC 
37 WED 
38 WMS 

39 SUBTOTAL (29+. ....+ 38) 
40 TOTAL (29 + 39) 

APS’ SHARE OF TOTAL TARGET MARKET 
4 1 
42 

BEFORE OPEN-ACCESS TARIFF (2 129) 
AFTER OPEN-ACCESS TARIFF (2 140) 

MARKET 11 OF 2 
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vi 4120n24.40 PM 11 of 13 

4RKET 
TOTAL 

INSTALLED 
CAPACITY 

1.49i 

3,943 
6,833 

93 a 

20(1 

3.784 

1,256 
1.807 
1,486 

235 

89 
I25 

4.086 

520 

18.237 
7.5 I6 
3,055 

739 
377 
143 

57,3 I7 
58,813 

I ,948 

653 
2,994 

547 
457 

4.65 I 
63.464 

6.7% 
6.2% 

UNCOMMITTEI 
CAPACITY 

I O  

5 5  

221 

22: 
6h 
6. 

3 
2’ 

8t 
I34 
31 

1.531 
435 

473 
141 

4,58C 
4.683 

33c 

571 

90 I 
5,583 

0.ox 
0.0% - 
PAGE 18 OF 34 
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TABLE 2 
W R K E T  12 OF 21 

ANALYSIS O F  EACH FIRST-TIER TARGET 

I 
LINE 

I FIRST-TIER ENTITY: SRP 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 PAC-W 
4 P A G E  
5 llSUC 
6 PSC 
7 lJSUC 
8 PKPA 
9 TSGT 
1 0  WAUC 
I1 EPE 

13 PNM 
14 IISLC 
I 5  IXP 
16 IID 
17 AEPC 
18 WALC 
19 SCE 
20 LDWP 
21 S W E  
22 NEVI' 
23 SCPPA 
24 MWD 

25 SUBTOTAL (2 + .....+ 24) 
26 TOTAL (1+25) 

12 p m r  

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

27 CRllP 
28 ED/ID 
29 NTIJA 
30 TOIJA 
31 WED 
32 WMS 

33 SUB TOTAL (26 + ..... + 32) 
34 TOTAL (26 + 33) 

APS' SHARE OF TOTAL TARGET MARKET 
35 
36 

BEFORE OPEN-ACCESS TARIFF (2 I261 
BEFORE OPEN-ACCESS TARIFF (2 134) 

3.943 
6.833 

938 

3.784 

411 
1,256 
1,807 
1,486 

235 
I .497 

547 
1.948 

653 
520 
451 

18,237 
7.516 
3,055 
2,994 

139 
154 

558 

222 
616 

63 

I03 

I34 
330 
38 

572 

1.531 
439 

59.009 

63.095 4,691 

6.2% 0.0% 
6.2% 0.0?4 

GEN-MPA.XLSTable2-SKP 
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ANALYSIS OF EACH FIRST-TIER TARGET r 
LINE 

I [FIRST-TIER ENTITY: SDGE 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 EPE 
4 PNM 
5 SRP 
6 IID 
7 SCE 
8 LDWP 
9 SCPPA 
I O  ANHM 
I1 KVSD 
I2 CFE 

SUB TOTAL (2 + ..... + 12) 
14 l 3  I TOTAL (1+13\ 

A m E R  OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

I5 AEPC 
16 CRllP 
17 EDlID 
18 NTUA 
19 NEVP 
20 PAC-W 
21 PAC-1: 
22 PEGI’ 
23 TOUA 
24 ‘I‘SGI 
25 TEI’ 
26 USLC 
27 USUC 
28 usuc: 
29 WALC 
30 WAUC 
31 WED 
32 WMS 

33 SUB TOTAL (15 + ..... + 32) 
34 TOTAL (14 + 33) 

I APS’ SHARE OF TOTAL TARGET MARKET 
35 IBEFORE OPEN-ACCESS TARIFF (2 I 14) 
36  AFTER OPEN-ACCESS TARIFF (2 134) 

OEN-Ml’ A. XLSTablc2-SDGE 

\RKET 
TOTAL 

INSTALLED 
CAPACITY 

3.055 

3.943 
1.486 
1,497 
4.086 
653 

I 8.23 7 
7,516 
739 
3 77 
I72 

1,330 

40,036 
43,091 

520 

2.994 
6,833 
938 
235 

1.256 
1,948 
547 

457 
1.807 

17.535 
60,626 

9.2% 
6.5% 

MARKET 13 OF 21 

UNCOMMITTED 
CAPACITY 

439 
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I 
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63 
1 03 
86 
33a 

1.531 

473 
237 
220 

3,042 
3.481 

38 

558 

222 
I34 

572 
616 

2.140 
5,62 I 

0.0% 
0.0% 

2/7/97 
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a TABLE 2 
MARKET 14 OF 2; 

ANALYSIS OF EACH FIRST-TIER TARGET MARKET 
I I TOTAL I 

INSTALLED 
LINE CAPACITY 

UNCOMMITTEE 
CAPACITY 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

45 AEPC 520 too 
46 CRIlP 
47 ED/ID 
48 NTUA 
49 PEGT 
50 TOUA 
51 WED 
52 WMS 

235 , 

53 SUB TOTAL (45 + ..... + 52) 755 
54 TOTAL (44+53) 84,121 

100 
8,604 

APS' SHARE OF TOTAL TARGET MARKET 
55 BEFORE OPEN-ACCESS TARIFF (2 / 44) 4.7% 0.0% 
56 BEFORE OPEN-ACCESS TARIFF (2 / 54) 4.7% 0.0% 

GEN-MPA.XLSTahlc2-SCE 

t 

2/7/97 
PAGE 22 OF 34 

http://rimsweb


FERC RIMS DOC 1772 12 http://rimsweb 1 . ferc .gov/rirns. q?rp2-PrintNPick 

I MARKET 15 OF 22 

ANALYSIS OF EACH FIRST-TIER TARGET I 
I 

LINE 
I SCPPA 

BEFORE OPEN ACCESS TRANSMISSION TAFUFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 ICPA 
4 USUC 
5 UAMP 
6 PSC 
7 USllC 
8 TSGT 
9 WAUC 
10 BPI2 
I \  PEGT 
12 NAP1 
13 PNM 
14 LAC 
I 5  FARM 
16 SRP 
17 llD 
I8 SCE 
19 LDWP 
20 SDGE 
21 BllRB 
22 GLEN 
23 PASA 
24 RVSD 
25 U S A  
26 I3NNG 
27 CLTN 
28 VERN 
29 MSR 

30 SUBTOTAL (2+ .....+ 29) 
31 TOTAL ( I  + 30) 

4RKET 
TOTAL 

INSTALLED 
CAPACITY 

739 

3.943 
338 

200 
3.784 

1.256 
1,807 
1,486 

235 

1,497 
89 

I25 
4.086 

653 
18,237 
7,5 16 
3,055 

354 
345 
327 
I72 
32 
22 

2 
43 

143 

49,747 
50.486 

GEN-MPA.XLSTahlr2-SCPPA 
2/7/97 
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a -  TABLE 2 
MARKET IS OF 2: 

ANALYSIS OF EACH FIRST-TIER TARGET MARKET 
1 I TOTAL 

INSTALLED 
LINE CAPACITY 

AETER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

32 AEPC s20 
33 CRllP 
34 EDAD 
35 NTUA 
36 N E W  
31 PAC-W 
38 PAC-I  
39 'TOUA 

41 llSLC 
42 WALC 
43 WED 
44 WMS 

40 'rm 

2.994 
6.833 
93 8 

1.948 
547 
457 

45 SUBTOTAL (32+ .....+ 44) 14,237 
46 TOTAL (31 + 45) 64.723 

UNCOMMITTEt 
CAPACITY 

38 

558 

134 

571 

1.302 
6. I43 

I APS' SHARE OF TOTAL TARGET MARKET I I 
47 IBEFORE OPEN-ACCESS TARIFF (2 1311 7.8% 0.0% ~~ ~ 

48 IAFTER OPEN-ACCESS TARIFF (2146) I 6.1% I 0.0% 

U1/97 
PAGE 24 OF 34 
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ANALYSIS OF EACH FIRST-TIER TARGET 

LINE 
I TOUA 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 

3 SUBTOTAL (2 +.....+ 2) 
4 TOTAL (1+3) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

5 AEPC 
6 
7 
8 
9 

I I  
12 
13 
14 
I 5  
16 
17 
18 
19 

21 
22 
23 
24 
25 
26 
27 
28 
29 

In 

20 

CRllP 
EPE 
EDIID 
1ID 
LDWP 
NTUA 
NEVI' 
PAC-W 
P A G E  

PNM 
SRP 
S W E  
SCE 
SCPPA 
TSGT 

USLC 
usuc 
usuc 
WALK 
WAUC 
WED 
WMS 

P i m  

*rm 

30 SUBTOTAL (5+ .....+ 29) 
31 TOTAL (4+30) 

APS' SHARE OF TOTAL TARGET MARKET 
32 IBEFORE OPEN-ACCESS TARIFF (2 I 4 )  . .  
33 IAFTER OPEN-ACCESS TARIFF (2 I 31) 

iRKET 
TOTAL 

INSTALLED 
CAPAClTY 

3.943 

3,943 
3,943 

520 

1,486 

653 
7,516 

2,994 
6,833 

93 8 
235 

1.497 

3.055 
18,237 

739 
1,256 
1,948 

547 

4,086 

451 
1,807 

54.804 
58,747 

100.0% 
6.7% 

MARKET 16 OF 21 

UNCOMMITTED 
CAPACITY 

38 

63 

330 
153 1 

558 

103 
86 

439 

222 
134 

572 
616 

4,69 I 
4,691 

0.0% 
0.0% 

1 0 

2/7/97 
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e 

0 

0 

5 of 13 

ANALYSIS OF EACH FIRST-TIER TARGET 

LINE 
1 TSGT 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 
4 
5 
6 
7 
8 
9 
IO 
I 1  
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 

i a  

f’AC-W 
PAC-E 
DOT 
llSUC 
UAMP 
WPE 
csu 
ARPA 
PSC 
t5EPC 
LISUC 
PRPA 
BHPL 
WALM 
WAUC 
RMGC 
MEAN 
WMPA 
EPB 
P E W  
NAP1 
PNM 
LAC 
FARM 
SRP 
TEP 
SCE 
SCPPA 
ANIIM 
MSR 
NPPD 
DEI’C 
SWPS 

36 SUB TOTAL (2 + ..... + 35) 
31 TOTAL ( 1  + 36) 

LRKET 
TOTAL 

INSTALLED 
CAPACITY 

1,256 

3,943 
6,833 

520 

200 
81 
536 
75 

3.784 
65 1 

41 I 
299 
819 

1.807 

38 
23 

235 

1,497 
89 
125 

4,086 
1.948 

739 
3 77 
143 

938 

I ,486 

18,237 

49,920 
51.176 

MARKET 17 OF 2: 

UNCOMMITTEE 
CAPACITY 

22; 

558 
262 

22c 

I 1  
46 

I44 

45 
246 
616 

63 

I03 
31 
27 
86 

I34 

473 
143 

3,221 
3.443 

t 
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ANALYSIS OF EACH FIRST-TIER TARGET 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

38 AEPC 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

CRllP 
ED/ID 
[ID 
LDWP 
NTlJA 
N E W  
SDGE 
TOUA 
USLC 
WALC 
WED 
WMS 

51 SUB TOTAL (38 + ..... + 50) 
52 TOTAL (37 + 51) 

I 

ARKET 
TOTAL 

MARKET 17 OF 2: 

INSTALLED 
CAPACITY 

520 

653 
7S16 

2.994 
3.055 

541 
457 

15.742 
66.91 7 

UNCOMMITTEI 
CAPACITY 

38 

33c 
1,531 

435 

572 

2,909 
6,352 

I APS' SHARE OFTOTAL TARGET MARKET I I 
53 ]BEFORE OPEN-ACCESSTARIFF (2 137) 7.7% 0.0% . ,  
54 IAFTER OPEN-ACCESS TARIFF (z 151) 

_._ ._ I 5.9% I 0.0% 

GEN-MPA.XLSTablc2-TSGT 
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ANALYSIS OF EACH FIRST-TIER TARGET 

LINE I -. - 

I FIRST-TIER ENTITY: TEP 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 PAC-W 
4 PAC-€ 
5 USUC 
6 UAMI' 
7 PSC 
(I usuc 
9 'TSGT 
I O  WAUC 
I1 EPE 
I2 PEGT 
13 NAP1 
14 I'NM 
15 LAC 
16 FARM 
17 TNP 
18 SRP 
19 USLC 
20 AEPC 
21 WALC 
22 C K  
23 SCE 
24 LDWP 
2s SDGE 
26 NEW 
21 SCPPA 
28 ANIIM 
29 MSR 

30 SUB TOTAL (2 + ..... + 29) 
31 TOTAL (1 + 30) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

32 CRllP 
33 EIMD 
34 IID 
35 NTUA 
36 'IOUA 
31 WED 
3n WMS 

39 SUB TOTAL (31 + ..... + 38) 
40 TOTAL (31 +39) 

I 

APS' SHARE OF TOTAL TARGET MARKET 
4 I BEFORE OPEN-ACCESS TARIFF (2 131) 
42 AFTER OPEN-ACCESS TARIFF (2 140) 

C; EN-M PA. X LSTahle2- I E  P 

7of  13 

iRKET 
TOTAL 

INSTALLED 
CAPACITY 

MARKET 18 OF 2; 

1.948 

3.943 
6,833 

938 

200 
3,184 

1.256 
1,807 
1.486 

235 

1.491 
89 

125 

4,086 
541 
520 
457 

18.237 
7.516 
3.05s 
2,994 

139 
311 
I43 

60,863 
62.8 I I 

653 

653 
63,464 

6.3% 
6.2% 

UNCOMMInEI 
CAPACITY 

I34 

558 

22c 

222 
61t 
63 

I03 
31 
27 

n6 

38 
572 

1.531 
43s 

413 
I43 

5.121 
$25; 

3 3  

3 3( 
5.581 

0.0% 
0.0% - 
PAGE 2n OF 34 
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ANALYSIS OF EACH FIRST-TIER TARGET I 
LINE 1 

IWALC 
IUSLC 

I WALC 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 
4 
5 
6 
7 
8 
9 
IO 
I I  
12 
13 
14 
I5 
16 

usuc 
lJSUC 
WAUC 
AI'A 
SRP 
'I'EP 
IID 
CUC 
AEPC 
Y ID 
SCE 
LDWP 
NEVP 
M WD 

SUB TOTAL (2 +.....+ 16) 
TOTAL (I + 17) 

A n E R  OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

20 
21 
22 
23 
24 
25 
26 
21 

29 
30 
31 
32 

28 

EPE 
EDllD 
NTUA 
PAC-W 
PAC-B 
PEGT 
PNM 
SDGE 
SCPPA 
TOUA 
'I'SGT 
WED 
WMS 

33 I SUB TOTAL (18 + ..... + 32) 
34 I TOTAL (18 + 33) 

I 
APS' SHARE OF TOTAL TARGET MARKET 

35 
36 

BEFORE OPEN-ACCESS TARIFF (2 I 18) 
AFTER OPEN-ACCESS TARIFF (2 134) 

LRKET 
TOTAL 

INSTALLED 
CAPACITY 

457 
541 

1,004 

3.943 

1.807 
400 

4,086 
1,948 
653 
45 
520 

18.237 
7,5 I6 
2.994 
I54 

42,304 
42,761 

1,486 

6,833 

235 
1.491 
3.055 
739 

1.256 

938 

16.039 
58,199 

9.2% 
6.7% 

MARKET 19 OF 22 

UNCOMMITTED 
CAPACITY 

572 

572 

616 
23 
86 
134 
330 
7 
38 

1.53 1 

2.764 
3,336 

63 

1 03 
439 

222 

1,385 
4.721 

0.0% 
0.0% 

mi97 
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ANALYSIS OF EACH FIRST-TIER TARGET I 
LINE 

WAUC 
usuc 
usuc 

1 WAUC 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 
4 
5 
6 
7 
8 
9 
10 
I 1  
12 
13 
14 
IS 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

PAC-W 
PAC-E 
DGT 
UAMP 
WPE 
csu 
PSC 
BEPC 
YRPA 
'rsa 
BtirL 
WALM 
KMGC 
WMPA 
1 3 %  
PEGT 
NAP1 
PNM 
LAC 
SRP 
USLC 

NTUA 
W A I L  
SCE 
N E W  
SCPPA 
ANHM 
PG&E 
USMP 
WAMP 
NCPA 
MSK 
USDI 
TANC 

'rEP 

38 SUBTOTAL (2 +.....+ 37) 
39 TOTAL (1 + 38) 

LRKET 
TOTAL 

INSTALLED 
CAPACITY 

1,807 

1,807 

3,943 
6.833 
938 
520 
200 
81 
536 

3,784 
65 I 
41 I 

1.256 
299 
819 

23 
1,486 
235 

I .497 
a9 

4,086 
547 

1,948 

457 
18,237 
2,994 
739 
377 

17,414 
1,257 

1 
404 
I43 

72,205 
74.0 I 2 

MARKET 20 OF 22 

UNCOMMITTED 
CAPACITY 

616 

616 

558 
264 
22a 

I1 

I49 

222 
45 
246 

63 

103 
31 
86 

134 

572 

473 

205 
96 I 

143 

4.49 I 
5.10; 

2/7/97 
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TABLE 2 
MARKET 20 OF 2; 

ANALYSIS OF EACH FIRST-TIER TARGET MARKET 
I I TOTAL 

INSTALLED 
LINE CAPACITY 

1 AFTER OPEN ACCESS TRANSMISSION TARlFF I I (ADDITIONAL POTENTIAL MARKET PARTICIPANTS) I 
40 IAEPC 52c 
41 
42 
43 
44 
45 
46 
47 
48 

C R W  
EDIID 
IID 
LDWP 
SDGE 
TOUA 
WED 
WMS 

49 I SUBTOTAL (40+. ....+ 48) 
50 I TOTAL (39 + 49) 

I 
I APS' SHARE OF TOTAL TARGET MARKET 

51 IBEFORE OPEN-ACCESS TARIFF (2 139) 
52 IAFTER OPEN-ACCESS TARIFF (2 I so) 

OEN-MPA. XLSTnble2-WAl'A-UCK 

653 
7,516 
3,055 

1 1.744 
85,756 

5.3% 
4.6% 

UNCOMMITTEI: 
CAPACITY 

38 

330 
1,531 

439 

2,337 
7,444 

0.0% 
0.0% 

2/7/97 
PAGE 3 I OF 34 
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ANALYSIS OF EACH FIRST-TIER TARGET I 

LINE 
I WED 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 

3 SUB TOTAL (2 + ..... + 2) 
4 TOTAL (1 +3) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

5 AEPC 
6 
7 
8 
9 
IO 
I I  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
211 
29 

30 

CRIII’ 
EPE 
EDIID 
IID 
I B W P  
NTUA 
N E W  
PAC-W 
PAC-E 
I’Ecrr 
I’N M 
SRI’ 
SDGE 
SCE 
SC‘PPA 
TOUA 
ISGI’ 
TEP 
USLC 
lJSlJC 
USUC 
W A I L  
WAlJC 
WMS 

SUB TOTAL (5 + ..... + 29) 
TOTAL (4 + 30) 31 I 

I 
I APS‘ SHARE OF TOTAL TARGET MARKET 

32 IBEFORE OPEN-ACCESS TARIFF (2 /4)  
33 IAFTER OPEN-ACCESS TARIFF (1 31) 

QRKET 
TOTAL 

INSTALLED 
CAPACITY 

3.943 

3.943 
3.943 

520 

1.486 

653 
7.516 

2.994 
6,833 
938 
235 

1.497 
4,086 
3.055 
18.237 
739 

I ,256 
1.948 
547 

457 
1.807 

54,804 
58.747 

100.0% 
6.7% 

MARKET 2 1 OF 2: 

UNCOMMITTEI 
CAPACITY 

31 

6: 

33( 
1,531 

55f 

IO! 
8t 
435 

22: 
134 

57; 
61t 

4,691 
4,69 I 

0.0% 
0.0% 

t 
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ANALYSIS OF EACH FIRST-TIER TARGET 

I 
LINE I 

1 IWMS 

I BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

SUBTOTAL (2 +.....+ 2) 
TOTAL (1+3) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

5 AEPC 
6 
7 
8 
9 
10 
I I  
I2 
13 
14 
IS 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

CRIII’ 
EPE 
ED/ID 
IID 
LDWI’ 
NTUA 
NEVI’ 
PAC-W 
PAC-E 
PEGT 
I’NM 
SUP 
SDGE 
SClf 
SCPPA 

TStiT 
TEP 
USLC 
usuc 
usuc 
W A I L  
WAUC 
WED 

TouA 

30 SUB TOTAL (5 + ..... + 29) 
31 TOTAL (4+ 30) 

APS’ SHARE OF TOTAL TARGET MARKET 
32 BEFORE OPEN-ACCESS TARIFF (2 14) 
33 AFTEROPEN-ACCESSTARIFF ( I  131) 

4RKET 
TOTAL 

INSTALLED 
CAPACITY 

3,943 

3,943 
3.943 

520 

1,486 

653 
7.516 

2,994 
6.833 
93 8 
235 

1,497 
4.086 
3,055 
18.237 
739 

1.256 
1,948 
547 

457 
1,807 

54,804 
58.747 

100.0% 
6.7% 

MARKET 22 OF 2; 

UNCOMMITTEE 
CA PAClTY 

38 

61 

33c 
1.53 I 

558 

I03 
86 
439 

222 
I34 

572 
616 

4.69 I 
4,691 

0.0% 
0.0% 

2/7/97 
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'79 FERCV SJ,oz 2 

UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

Before Commissioners: Elizabeth Anne Moler, Chair; 
Vicky A.  Bailey, James J. Hoecker, 
William L. Massey, and Donald F. Santa, Jr 

Arizona Public Service Company 1 Docket No. J7R97- 7 672 - 0 00 

ORDER CONDITIONALLY ACCEPTING FOR FILING 
PROPOSED MARKET-BASED RATES 

(Issued April 11, 1997) 

In this order, we conditionally accept for filing, without 
suspension or hearing, the proposed market-based power sales 
rates filed by Arizona Public Service Company (Arizona Public 
Service). 

Backsround 
On February 12, 1997, Arizona Public Service filed an 

application for authorization to sell electric capacity and 
energy at market-based rates. 

in the Federal Register, 62 Fed. Reg. 10,551 (19971, with 
comments, protests, and motions to intervene due on or before 
March 14, 1997. 

was filed by the Salt River Project Agricultural Improvement and 
Power District (Salt River Project). 

A timely motion to intervene and protest was filed by 
several wholesale customers of Arizona Public Service 
(Districts), in which they request the Commission to set the 
question of market power for hearing. 

request for hearing. 

Discussion 

Notice of Arizona Public Service's application was published 

A timely motion to intervene raising no substantive issues 

Arizona Public Service filed an answer to the Districts' 

Pursuant to Rule 214 of the Commission's Rules of Practice 
and Procedure, 18 C.F.R. 8 385.214 (19961, the timely, unopposed 

APR'1 1 1997 . Dc-A-51 .. 
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motions to intervene of the Salt River Project and the Districts 
serve to make them parties this proceeding. 

R a s m  

The Commission allows power sales at market-based rates if 
the seller and its affiliates do not have, or have adequately 
mitigated, market power in generation and transmission and cannot 
erect other barriers to entry. In order to demonstrate the 
absence or mitigation of market power, a transmission-owning 
public utility must have on file with the Commission an open 
access tariff for the provision of comparable services. The 
Commission also considers whether there i s  evidence of affiliate 
abuse or reciprocal dealing. l/ 

As we explain below, we find that, with Arizona Public 
Service's filing of an open access prp forma compliance tariff, 
2/ Arizona Public Service's market-based rate application, as 
modified in certain respects, meets these standards. 
Accordingly, we will conditionally accept the proposed market- 
based rates for filing, to become effective on the date of this 
order, as requested by Arizona Public Service, subject to the 
condition that Arizona Public Service revise its power sales 
tariff as discussed below. 

In support of its market-based rate application, Arizona 
Public Service has submitted a generation dominance analysis 
which indicates that its market share of installed and 
uncommitted capacity will not exceed levels that the Commission 
has found to be acceptable. A/ 

1/ E&-, Progress Power Marketing, Inc., 76 FERC 1 61,155 at 
61,919 (19961 ,  reh'u oandlns * ; Northwest Power Marketing 
Company, L.L.C., 75 FERC 1 6 1 , 2 8 1  at 6 1 , 8 8 9  ( 1 9 9 6 ) ;  accord 
Heartland Energy Services, Inc., 68 FERC ! 6 1 , 2 2 3  at 6 2 , 0 6 0  
63 ( 1 9 9 4 ) .  

2/ &e Promoting Wholesale Competition Through Open Access Non- 
discriminatory Transmission Services by Public Utilities and 
Recovery of Stranded Costs by Public Utilities and 
Transmitting Utilities, Order No. 8 8 8 ,  61 Fed. Reg. 21,540 
(19961,  FERC Stats. & Regs. 1 31,036 ( 1 9 9 6 )  , nrder...on reh'q, 
Order No. 888-A, 62 Fed. Reg. 1 2 , 2 7 4  ( 1 9 9 7 ) ,  FERC Stats. & 
Regs. 1 3 1 , 0 4 8  ( 1 9 9 7 ) ,  xeh!g x2mding. 

61,208 at 6 1 , 9 6 6 - 6 7  (19951, yeh'ff nendins i Louisville Gas & 
(continued. . . I  

1/ See, E&L, Southwestern Public Service Company, 72 FERC 1 

I 0 
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The Districts suggest there is an inconsistency between the 
Commission's decision in Order No. 8 8 8 - A  a/ to continue to use 
the "hub-and-spoke" method of delineating relevant geographic 
markets €or assessing generation market power when considering 
applications for market-based rate authorization, and language in 
the Commission's Merger Policy Statement 5/  indicating that the 
hub-and-spoke method has certain drawbacks in defining geographic 
markets. They further state that a proper delineation of 
geographic markets would likely show that Arizona Public Service 
has generation market power, and that various price and non-price 
transmission service conditions proposed by Arizona Public 
Service would enable Arizona Public Service to impose 
anticompetitive pricing €or its generation. 

We recently addressed this issue in 
Ncw Y o r k . ,  78 FERC 61,298 (1997). Here, as there, we 
conclude that it is neither necessary nor appropriate to change 
the market power screen that we traditionally have used to 
analyze market-based rate applications. 6/ While the general 
issue of a public utility's market power is raised in both the 
merger and market-based rate contexts, there are also significant 
differences in some of the specific issues raised in the two 
types of proceedings, in the nature of the activities for which 
approval is sought, and in the timing deadlines within which we 'i 

must complete our initial analyses. The Districts have failed to 
address any of these differences. 

market power issue not presented in market-based rates: the 
potential for increased market concentration owing to the loss  of 
competitors that results from the Commission's approval of a 
utility merger. Moreover, the Commission in the merger context 
evaluates the likely competitive impacts of a corporate 

As an initial matter, proposed mergers raise a fundamental 

( . . .continued) 
Electric Company, 62 FERC q 61,016 at 61,146 (1993). 

a/ Order No. 8 8 8 - A  at , mirneo at 39. 

s/ Inquiry Concerning the Commission's Merger Policy under the 
Federal Power Act, Order No. 592, 61 Fed. Reg. 68,595 
(19961, FERC Stats. & Regs. 31,044 (1996). 

6/ Of course, as we stated in New York State Electric and Gas 
Corporation, a aL, 7 8  FERC q 61,309 (19971, while we will 
not require applicants to support their requests for market- 
based rates w i t h  a comprehensive market power analysis as 
described in the merger policy statement, we will consider 
such an analysis if they wish to file it as a substitute for 
our traditional hub-and-spoke analysis. 
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reorganization which, once consummated, cannot easily be undone, 
and for which it may be more difficult to remedy anticompetitive 
problems after-the-fact. 2/ Further, the Commission in the 
merger context does not have a statutory time constraint in which 
it must apply a competitive screen analysis and issue an initial 
order. Merger applications thus require the Commission to apply 
a more thorough Competitive screen analysis. 

In contrast, in the market-based rate context the Commission 
is not faced with the elimination of competitors and is not asked 
to approve an activity that involves structural corporate changes 
in the marketplace. Additionally, the Commission must, in the 
absence of a request for waiver of prior notice or a proposed 
effective date beyond 60 days from filing, take initial action on 
a completed market-based rate application within 60 days and of 
necessity must use a market screen analysis which it is capable 
of applying within that short time frame. There is also not a 
need for as extensive a screen analysis in the market rate 
context because of the Commission's ability to monitor and remedy 
market power abuses by utilities charging market-based rates. If 
rhe Commission approves market-based rates, it monitors behavior 
and market structure on a continuing basis through reporting and 
filing requirements and can promptly remedy market power abuses 
by revoking market-based rates or taking other remedial action at 
any time. 

Finally, we emphasize that the issue here is the screening 
analysis that is used to initially evaluate these different types 
of applications. As we stated in Order No. 888 at 31,660, 
intervenors may raise specific evidence challenging any 
presumption implicit in the Commission's screen analysis of 
market-based rate proposals. Here, the Districts have provided 
no such evidence. 

Accordingly, we find that Arizona Public Service meets the 
Commission's generation market power standard for market-based 
rates. 

2. 

When a public utility seeks authorization to charge market- 
based rates, the Commission has required the public utility to 
have an open access transmission tariff on file before granting 
such authorization. &/ Arizona Public Service has €iled an open 
access transmission tariff in Docket NO. O A 9 6 - 1 5 3 - 0 0 0 .  For this 

Z/ See 16 U . S . C .  § 824b(b) (1994). 

a/ ,See, ft9-, Order No. 888 at 31,656-57; accord Southern 
Company Services, InC. 71 FERC 1 61,392 at 62,536 (1995). 

8 

0 

e 
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reason, we find that Arizona Public Service meets the 
Commission's transmission market power standard for approval of 
market-based rates. 

We are not persuaded by the Districts' arguments to the 
contrary. The Districts argue that Arizona Public Service's open 
access transmission tariff has not been shown to mitigate 
transmission market power because its open access rates and 
various other non-rate terms and conditions have been set for 
hearing and may be excessive or discriminatory, 2/ and because 
Arizona Public Service's revised tariff has not yet been approved 
by the Commission. lQ/ 

of market-based rate authority or attach refund conditions to 
market-based power sales rates simply because the utility's cost- 
based transmission rates have been set for hearing. ll/ 
Moreover, in its order addressing the non-rate terms and 
conditions of Arizona Public Services's open access transmission 
tariff only one change was directed, and one matter set for 
hearing. U /  Customers still are assured of access to Arizona 
Public Service's transmission system under the forma terms 
and conditions, and have the ability to bring to the Commission's 
attention any implementation issues that arise with respect to 

We have explained that w e  will not delay the effectiveness 

t 

9/ Long Sault Inc., eL L, 76 FERC 1 61,313 (1996) 
(setting for hearing rate issues arising under open access 

forma tariff filings, including Arizona Public Services' 
in Docket No. 0A96-153-000); Arizona Public Service Company, 
78 FERC 1 61,083 (1997) (-Public Serv ice) 
(consolidating Docket Nos. 0A96-153-000 and ER96-2401-000); 
American Electric Power Service Corporation, G, 7 8  FERC 
1 61,070 (1997) (-1 (directing certain revisions t o  
Arizona Public Services' compliance filing in Docket No. 
OA96-153-000). 

m/ On February 27, 1997, Arizona Public Service filed a revised 
open access transmission tariff in response to the 
Commission's orders in ire and BEE. 

u/ e, u, American Electric Power Service Corporation, a 

U/ 7 8  FERC at 61,2'63-64 (Arizona Public Service was directed to 
provide a better description of the methods it uses to 
compute available transmission capability. A hearing was 
established concerning whether Arizona Public Ser ice's 
system impact study methodology should be revised . 

L, 72 FERC 1 61,287 (1995). 
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their specific service requests. This is sufficient to find that 
Arizona Public Service has mitigated its transmission market 
power. 

3 .  
Abuse 

We are satisfied, given Arizona Public Service's 
explanation, that there are no barrier to entry, reciprocal 
dealing or affiliate abuse of concern here. 

a of R a t e s  

Order No. 888 at 31,654 provides that, as part of the 
functional unbundling of wholesale services, the prices for 
wholesale generation, transmission and ancillary services muit be 
separately stated for sales under requirements or coordination 
contracts executed after July 9 ,  1996. Arizona Public Service's 
market-based power sales tariff does not state that Arizona 
Public Service will obtain transmission under its open access 
transmission tariff, nor does it address the circumstances under 
which transmission and ancillary service will be provided under 
Arizona Public Service's open access transmission tariff. Thus, 
the tariff does not address our unbundling requirements. 

its market-based power sales tariff to state explicitly that 
Arizona Public Service will obtain transmission under its open 
access tariff, and to state explicitly separate prices for 
generation, transmission and ancillary services. In addition, we 
will require Arizona Public Service to revise its market-based 
tariff to state that: (1) when transmission and ancillary 
services to effectuate power sales transactions under Arizona 
Public Service's market-based tariff are to be obtained by 
Arizona Public Service, Arizona Public Service must file a 
service agreement placing itself under its open access 
transmission tariff; and ( 2 )  when the customer itself is 
obtaining the transmission and ancillary services from Arizona 
Public Service, Arizona Public Service must file a service 
agreement placing the customer under its open access tariff. u/ 

prices for short-term market-based transactions (one year or 
less) in quarterly summaries, as discussed below, the separate 
prices for the unbundled services in such short-term transactions 
should be included in those quarterly summaries. For long-term 
transactions (longer than one year), the separate prices should 

Accordingly, we will direct Arizona Public Service to revise 

Since we are permitting Arizona Public Service to report 

U/ S,&e Public Service Electric & Gas Company, 78 FERC 1 6 1 , 1 1 9  
(1997). 
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be included in the service agreements filed for specific 
transact ions. 

We will direct Arizona Public Service to inform the 
Commission promptly of any change in status that would reflect a 
departure from the characteristics the Commission has relied upon 
in approving market-based pricing. These include, but are not 
limited to: (1) ownership of generation or transmission 
facilities or inputs to electric power production other than fuel 
supplies; or ( 2 )  affiliation with any entity not disclosed in the 
filing that owns generation or transmission facilities or inputs 
to electric power production, or affiliation with any entity that 
has a franchised service area. JA/ Alternatively, Arizona Public 
may report such changes with the updated market analysis it will 
be required to file every three years. l5/ 

Consistent with procedures we have adopted in other cases, 
Arizona Public Service may file umbrella agreements for short- 
term transactions (one year or less) within 30 days of the date 
of commencement of short-term service, to be followed by 
quarterly transaction summaries of specific sales. For long-term 
transactions (longer than one year), Arizona Public Service must 
submit the actual individual service agreement for each t 

transaction within 30 days of the date of commencement of 
service. l,G/ 

To ensure the clear identification of filings, and in order 
to facilitate the orderly maintenance of the Commission's files 
and public access to the documents, long-term transaction service 
agreements (over one year1 should not be filed together with 
short-term transaction (one year or less) summaries. 

Arizona Public Service has indicated that it may engage in 
risk management transactions, including, but not limited to, 
options, swaps and futures. Arizona Public Service is required 
to report, consistent with the filing procedures set forth above, 

=/ See, e.a., Morgan Stanley Capital Group, Inc., 69 FERC 
1 61,175 at 61,695 (1994) , -reh ' q , 72 FERC 1 61,082 

, 68 FERC 1 61,324 
(1995) (Morsan St 
68 FERC 1 61,248 2 , 1 3 4 ,  clarlfled 
(1994). 

1 ;  Intercoast Power Marketing Company, 
I .  

;LEr/ We reserve the right to require such an analysis any time. 

I&/ Southern Company Services, Inc., 75 FERC f 61,130 at 
61,444-45 (19961, I .  , 75 FERC 1 61,353 
(1996) . 
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only those risk management transactions that result in the actual 
delivery of electricity. ;L2/ 

o r d a  : 

(A )  Arizona Public Service Company is hereby directed to 
revise its market-based power sales tariff, within 15 days of the 
date'of issuance of this order, to reflect the revisions 
discussed in the body of this order. 

(B) Arizona Public Service's market-based power sales 
tariff is hereby conditionally accepted for filing, to become 
effective on the date of this order, on condition that Arizona 
Public Service makes the compliance filing directed in Ordering 
Paragraph (A )  above. 

(C) Arizona Public Service is hereby directed to conform to 
the filing and reporting requirements specified in this order. 
The first quarterly report of transactions undertaken by Arizona 
Public Service under its market-based power sales tariff will be 
due within 30 days of the calendar quarter ending June 30, 1997. 

(D) Arizona Public Service is hereby directed to file an 
updated market analysis within three years of the date of this 
order, and every three years thereafter. 

FERC RIMS DOC 190384 http://rimSweb 1 .ferc.fed.us/rims.q?rp2-PrintNPick 

(E) Arizona Public Service is hereby directed to inform the 
commission promptly of any change in status that would reflect a 
departure from the characteristics the Commission has relied upon 
in approving market-based pricing. Alternatively, as discussed 
in the body of this order, Arizona Public Service may elect to 
report any such changes every three years with the updated market 
analysis filed pursuant to Ordering Paragraph (D) above. Arizona 
Public Service shall notify the Commission of which option it 
elects in its first quarterly report filed pursuant to Ordering 
Paragraph (C) above. 

li!/ See VI  69 FERC at 61,696. 
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March 28,2001 

! L ~ J C ~ ~ I : . L  EfiERGY 
REGULATOtlY COtlfllSSIUN 

The Honorable David P. Boergers 
Secretary 
Federal Energy Regulatory Commission 
888 First Street, N.E. 
Washington, D.C. 20426 

Re: Application of Pinnacle West Energy Corporation for Detennination of Exempt 
Wholesale Generator Status, Docket No. EGO1 - t-". 

Dear Secretary Boergers: \b3 
Enclosed for filing are: (1) a check made payable to the Treasurer of the United States 

in the amount of $1 3 10.00; and (2) an original and eighteen copies of the Application of 
Pinnacle West Energy Corporation for Determination of Exempt Wholesale Generator Status 
("Application"). Please file stamp and return four copies of the Application for our records. 

If you have any questions regarding the attached Application or check, please contact the 
undersigned. 

Sincerely, 

*w- 
Andrea J. Weinstein 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036-5869 
Phone: 202-467-7332 

Enclosures 
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ORIGINAL 

Pinnacle West Energy Corporation Docket No. EGOl- 

APPLICATION OF PINNACLE WEST ENERGY CORPORATION FOR 
DETERMINATION OF EXEMPT WHOLESALE GENERATOR STATUS 

Pursuant to Section 32 of the Public Utility Holding Company Act (“PUHCA”), 15 

U.S.C. 8 792-5a (1994), and Subchapter T, Part 365 of the regulations of the Federal Energy 

Regulatory Commission (“FERC” or “Commission”)), 18 C.F.R. Part 365 (2000), Pinnacle West 

Energy Corporation (“PWE”) hereby applies for a determination that it will be an exempt 

wholesale generator (“EWG“) within the meaning of section 32(a)( 1) of PUHCA. 

I. COMMUNICATIONS 

All communications regarding this Application should be sent to: 

Karilee S. Ramaley 
Pinnacle West Capital Corporation 
400 North 5th Street 
Mail Station 8695 
Phoenix, AZ 85004 
(602) 250-3626 Washington, D.C. 20036 

John D. McGrane 
Mary Ann K. Huntington 
Andrea J. Weinstein 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 

(202) 467-7000 

11. INFORMATION ABOUT PINNACLE WEST ENERGY CORPORATION 

PWE is a wholly-owned subsidiary of Pinnacle West Capital Corporation ( “ P W ) ,  a 

public-utility holding company exempt from the provisions of the Public Utility Holding 

Company Act of 1935 (“PUHCA”), except Section 9(a)(2) thereof, by virtue of Section 3(a)(l 

of PUHCA. Arizona Public Service Company (“APS’) is PNW’s only existing public-utility 

company affiliate. PWE was created to serve as PNW’s competitive generation affiliate, and 

t 
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PNW, over time, will move substantially all of APS’s generating assets to PWE, while retaining 

its transmission and distribution facilities within APS. On July 28,2000, in Docket No. ECOO- 

1 18-000, PNW, PWE and APS filed a joint application pursuant to section 203 of the Federal 

Power Act requesting authorization to separate APS’s generation and wholesale marketing 

businesses from its transmission and distribution businesses. On November 24,2000, the 

Commission authorized the transfer of APS’s  generation assets, and associated transmission 

plant (step-up transformers and generator leads), and existing generation operating agreements to 

PWE. See Arizona Public Service Company, et al., 93 FERC 761,216 (2000). Earlier, on 

September 12,2000, PWE filed an application pursuant to Section 9(a)(2) of PUHCA requesting 

approval from the Securities and Exchange Commission (“SEC”) in connection with the 

reorganization and transfer of APS’s generating assets to PWE since it will result in PWE 

becoming a public-utility company. This application is currently pending before the SEC. I In 

addition to the APS facilities being moved to PWE, PWE plans to establish separate EWG 

subsidiaries to develop, own and operate generating plants located outside of Arizona. 

111. SWORN STATEMENT 

In support of this application, appended hereto and made a part hereof is the affidavit of 

Ajoy K. Banerjee, Vice President, Generation Expansion, which affirms and verifies the 

following facts: 

1. PWE will be engaged directly, or indirectly through one or more affiliates as 

defined in section 2(a)(ll)(B) of PUHCA, and exclusively in the business of owning or 

operating, or both owning and operating, all or part of one or more eligible facilities and selling 

electric energy at wholesale. 
~ 

1 PWE intends to maintain its EWG status until the SEC authorizes it to become a public-utility 
company and at that time PWE will notify the Commission. 
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2. The eligible facilities (“Facilities”) PWE plans to directly or indirectly own and/or 

operate are: 

(a) a 100% interest in West Phoenix Unit No. 4 (“West Phoenix No. 4‘3, a 

newly constructed natural gas-fired, combined cycle unit with a nominal power 

output of 120 MW located on the site of APS’s West Phoenix Plant; 

(b) 

units”) with a combined capacity of less than 200 MW. Five of the trailer- 

a 100% interest in 10 trailer-mounted generating units (“trailer-mounted 

mounted units will be located on the site of the West Phoenix Plant and five will 

be located on the site of the Saguaro Power Plant in Red Rock, Arizona. 

PWE will lease the trailer-mounted units fiom General Electric Energy Rentals, 

Inc. and will operate the trailer-mounted units. During the term of the lease, PWE will have all 

of the rights and privileges associated with ownership of the trailer-mounted units. As the 

operator of the trailer-mounted units, PWE will manage, control, operate, and maintain the units, 

and sell the electric output associated with the trailer-mounted units. See, e.g., TXU(No. 5) PLY 

Ltd., 92 FERC T 61,170 (2000); Kafaeloa Partners, LP, 77 FERC 1 61,075 (1996). 

3. 

4. West Phoenix No. 4 and the trailer-mounted units constitute “eligible facilities” as 

defined in Section 32(a)(2) of PUHCA, because they will be used for the generation of electric 

energy exclusively for sale at wholesale. 

5 .  

6. 

PWE will not engage in any retail sales. 

PWE is an associate of APS, which is an electric utility company as defined by 

Section 2(a)(3) of PUHCA. 

7. No portion of the Facilities will be owned or operated by an electric utility 

company that is an affiliate or associate company of PWE. However, because West Phoenix No. 

P 0 

3 
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4 is located near generating facilities owned and operated by APS and because it is economically 

efficient to have a single entity perform certain routine day-to-day services necessary to run both 

the utility-owned and EWG-owned facilities since they are in close geographic proximity, PWE 

and APS intend to enter into a Services Agreement pursuant to which APS will provide certain 

services to PWE. APS will be responsible for providing the services identified in the Services 

Agreement, primarily daily maintenance activities, but will not have full operating responsibility 

for West Phoenix No. 4. See, e.g., Prior Notice and Filing Requirements Under Part II of the 

Federal Power Act, 64 FERC 7 6 1,139, at 6 1,993-94 (1 993); Puget Sound Power & Lighr 

Company, 64 FERC 7 61,335, at 63,428 (1993).’ Because the Service Agreement will satisfy 

both FERC and SEC precedent, the Services Agreement should not affect the Commission’s 

EWG determinati~n.~ 

8. There are no lease arrangements involving the Facilities and any United States 

public-utility company or any affdiate or associate of any United States public-utility company. 

However, as noted above, PWE is leasing the trailer-mounted units from General Electric Energy 

Rentals, Inc. 

Under SEC precedent, APS LO should be not be considered the “operator” of West Phoenix No. 4 
since APS will not: (1) hold any interest in PWE or the West Phoenix No. 4; and (2) will not sell 
electricity, schedule electncal output, bill, collect revenues, schedule interruptions in the delivery of 
electricity, procure fuel supply, or modify the capacity requirements of the facilities. See Kenefech 
Windpower, Inc.. SEC No-Action Letter (April 15, 1994); Cobtrip Energy Limited Partnership, SEC 
No-Action Letter (November 14, 1989). Moreover, the fee structure under which APS will be 
compensated will not be related to the revenue or income PWE receives, nor will it be directly 
related to the electrical output from the facilities. 

In any event, even if APS were somehow viewed as “operating” West Phoenix No. 4, the plain 
language of Section 32(d) of PUHCA, which bars ownership or operation of a “portion” of an 
eligible facility by an affiliated electric utility company, does not apply to the current proposal since 
PWE will own the enfire unit and APS would be “operating” the enfire unit. In other words, there is 
no intermingling of operation or ownership since neither of the functions will be apportioned 
between the EWG and the affiliated electric utility. 

2 

’ 
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9. PWE also plans to engage in activities that the Commission has previously 

determined to be “incidental” to an EWG’s primary business of owning and operating eligible 

facilities and selling electric energy at wholesale. These activities include: 

developing and purchasing other eligible facilities. See, e.g., China Power 

Partners, L.P., 70 FERC 1 61,256 (1995); Southern Electric Wholesale 

Generators, Znc., 66 FERC fi 61,264 (1994). 

wholesale marketing and brokering of electric energy that PWE has not generated. 

See, e.g., Entergy Power Marketing Corp., 73 FERC f 61,063 (1995); CNG 

Power Services Corp., 71 FERC fi 61,378 (1 995); LG&E Power Marketing, Znc., 

67 FERC 1 6 1,083 (1 994). 

selling or reselling ancillary services and interconnected operations services at 

wholesale. See, e.g., Phefps Dodge Energy Services, 88 FERC 1 61,052 (1999); 

selling by-products of electric generation, such as steam, fly ash and bottom ash. 

See, e.g.. Erie Boulevard Hydropower, L.P., 87 FERC 161,378 (1999); 

selling excess natural gas supplies and reassigning excess capacity originally 

obtained to effect a specific wholesale sale of electric energy. See, e.g., Selkirk 

Cogen Partners, L. P.,  69 FERC 1 61,037 ( 1994); 

delivering fuel to third parties to generate electric power to be delivered by that 

third party to PWE for sale at wholesale. See, e.g., CNG Power Services Corp., 

7 1 FERC 1 61,378 ( 1995); Southern Energy Marketing, Inc., 7 1 FERC 1 6 1,376 

(1995); and 

5 
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(g) entering into contracts for transmission capacity solely to the extent new- to 

effect sales at wholesale of electricity generated by PWE or others. See, e.g., 

CNG Power Services Corp., 71 FERC 161,026 (1995). 

In addition to the incidental activities above, PWE plans to own directly or 10. 

indirectly a natural gas storage facility. The natural gas storage facility is necessary for the 

operation of West Phoenix No. 4 and is incidental to PWE's primary business of owning and 

operating eligible facilities and selling electric energy at wholesale. See Desarollo Pectacafco S. 

De R. L. De C. V., 67 FERC 7 61,070 at 6 1,199, order on reh 'g, 67 FERC 61,403 (1 994) (fuel 

storage facilities are not part of the eligible facility and such facilities are incidental to primary 

EWG business); Compariia Hidroel&trica Doria Julia S. De R.L., 85 FERC 1 61,336 (1998) 

(ownership of discharge and offshoot pipelines for other hydroelectric projects is incidental to 

primary EWG business). 

IV. NOTICE OF APPLICATION AND SERVICE 

Included with this application is a form of notice in paper and electronic formats suitable 

for publication in the Federal Register. A copy of this application has been served on the 

Securities and Exchange Commission and the Arizona Corporation Commission. 
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V. CONCLUSION 

For the foregoing reasons, PWE respectfully requests the Commission to determine that 

PWE is an Exempt Wholesale Generator under Section 32(a)( 1) of PUHCA. 

Respectfully submitted, 

Dated: March 28,2001 

John D. McGrane 
Mary Ann K. Huntington 
Andrea J. Weinstein 
Morgan, Lewis 8c Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 
Tel: (202) 467-762217621 

Attorneys for 
Pinnacle West Energy Corporation 

t 
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UNITED STATES OF AMERICA 

BEFORE THE 
FEDERAL ENERGY REGULATORY COMMISSION 

Pinnacle West Energy Corporation Docket NO. EGO1- 

APPLICATION OF PINNACLE WEST ENERGY CORPORATION FOR 
DETERMINATION OF EXEMPT WEOLESALE GENERATOR STATUS 

AFFIDAVIT OF 
AJOY K. BANERJEE 

STATE OF ARIZONA 

COUNTY OF MARICOPA 

The undersigned, Ajoy K. Banejee, being first duly sworn, attests that I am Vice 

President, Generation Expansion, of Pinnacle West Energy Corporation; that as such I am legally 

authorized to bind Pinnacle West Energy Corporation; that I have read the foregoing Application 

of Pinnacle West Energy Corporation for Determination of Exempt Wholesale Generator Status 

(the “Application”) and know the contenta thereof; and that the facts and representations set forth 

in the Application are true and correct to the best of my knowledge, information, and belief. 

, 

Titie:[vice President, &eration Expansion 

Subscribed and sworn to before me 
this twenty-seventh day of March 2001. 
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1800 M Street, N.W. 

Washington. D.C. 20036-5869 

202-467-7000 

Fax: 202-467-7176 

(202) 467-7332 

April 27,2001 

The Honorable David P. Boergers 
Secretary 
Federal Energy Regulatory Commission 
888 First Street, N.E. 
Washington, D.C. 20426 

Re: Amended and Supplemental Application of Pinnacle West Energy Corporation for 
Determination of Exempt Wholesale Generator Status, Docket No. EGO1- 163-00 1. 

Dear Secretary Boergers: 

Enclosed for filing are an original and fourteen copies of an Amended and 
Supplemental Application of Pinnacle West Energy Corporation for Determination of 
Exempt Wholesale Generator Status. In accordance with the Commission:s rules, attached is 
a Notice of Filing in hard copy and on diskette. 

Please file stamp and return four copies of the Amended and Supplemental 
Application for our records. 

If you have any questions regarding the Amended and Supplemental Application, please 
contact the undersigned. 

Sincerely, 

ob& w .  
Andrea J. Weinstein 
Attorney for 
Pinnacle West Energy Corporation 

Enclosures 

cc: Jan Macpherson 
Securities and Exchange Commission 
Arizona Corporation Commission 

Philarlrlnhia Wachinatrm NPW Wwk I nc Anoplps Miami Harrichiiro Pitkhtmh Prinmtnn 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

Pinnacle West Energy Corporation ) Docket No. EG01-163-001 

AMENDED AND SUPPLEMENTAL APPLICATION 
FOR DETERMINATION OF 

EXEMPT WHOLESALE GENERATOR STATUS 

On March 28,2001, Pinnacle West Energy Corporation (“PWE”) filed an application 

with the Federal Energy Regulatory Commission (“FERC” or “Commission”) requesting that the 

Commission issue an order determining that PWE is an exempt wholesale generator (“EWG”) 

pursuant to Section 32(a)( 1) of the Public Utility Holding Company Act, as amended, and Part 

365 of the Commission’s regulations. PWE submits this amended and supplemental application 

to modify the eligible facilities it plans to directly or indirectly own and/or operate and to provide 

the Commission with additional information concerning PWE’s development activities. 
t 

On page 3 of the initial application, PWE states that PWE plans to directly or indirectly 

own and/or operate a “100% interest in 10 trailer-mounted generating units (‘trailer-mounted 

units’) with a combined capacity of less than 200 MW.” At this time, PWE no longer intends to 

operate the trailer-mounted units as eligible facilities. Instead, West Phoenix No. 4 will be 

PWE’s only eligible facility. In the event that PWE later decides to operate the trailer-mounted 

units as eligible facilities, PWE will file a separate application for EWG status to cover those 

facilities. 

In addition, on page 2 of the initial application; PWE states that “PWE plans to establish 

separate EWG subsidiaries to develop, own and operate generating plants located outside of 

Arizona.” PWE wishes to clariQ that prior to PWE’s acquisition of any ownership interest or 

operation interest in any additional eligible facilities, PWE will either file for EWG status for 

such acquisition or notify the Commission pursuant to 18 C.F.R. 0 365.8. 



e -  

* 

e 

An applicant for an EWG determination is allowed to amend and supplement its 

application upon a showing of good cause, as allowed by 18 C.F.R. 4 365.5, and PWE has 

demonstrated cause for amending and supplementing it application. This amended and 

supplemental application neither substantially alters PWE’s initial application nor encompasses 

any activities not previously presented in that application. 

PWE requests waiver of any applicable Commission regulations to the extent necessary 

to waive any applicable filing requirements. PWE provides in paper and electronic formats a 

proposed notice of filing suitable for publication in the Federal Register in the event the 

Commission elects to notice the filing. 

In accordance with Section 365.5 of the Commission’s regulations, 18 C.F.R. 9 365.5, 

PWE is not required to submit an additional filing fee with this filing. 

1 

2 



For the reasons set forth in PWE’s initial application and this amended and supplemental 8 
application, PWE respectfully requests that the Commission determine that PWE is an exempt 

wholesale generator under Section 32(a)(l) of PUHCA. 

Respectfully submitted, 

% w- 
John D. McGrane 
Mary Ann K. Huntington 
Andrea J. Weinstein 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 
Tel: (202) 467-7000 

Karilee S .  Ramaley 
Pinnacle West Capital Corporation 
400 North 5th Street 
Mail Station 8695 
Phoenix, AZ 85004 

- 

(602) 250-3626 

Attorneys for 
Pinnacle West Energy Corporation 

, 
Dated: April 27,2001 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

Pinnacle West Energy Corporation Docket No. EG01-163-001 

APPLICATION OF PINNACLE WEST ENERGY CORPORATION FOR 
DETERMINATION OF EXEMPT WHOLESALE GENERATOR STATUS 

AFFIDAVIT OF 
AJOY K. BANERJEE 

STATE OF ARIZONA 

COUNTY OF MARICOPA 

The undersigned, Ajoy K. Banerjee, being first duly sworn, attests that I am Vice 

President, Generation Expansion of Pinnacle West Energy Corporation; that as such I am legally 

authorized to bind Pinnacle West Energy Corporation; that 1 have read the foregoing Application 

of Pinnacle West Energy Corporation for Determination of Exempt Wholesale Generator Status 

(the “Application”) and know the contents thereoc and that the facts and representations set forth 

in the Application are true and correct to the best of my knowledge, information, and belief. 

Subscribed and sworn to before me 
this# day of April 200 1. 
fie 



Morgan, Lewis 1800 M Street, N W 

Washington, D C. 20036-5869 . ; 1, : ‘: 
- G B O C ~ U S  LLP 

!,: : ,I ’ t  , * f i . ; - ,  
202-467-7000 

C O U N S E L O R S  A T  L A W  Fax. 202-467-7176 O i  % Y  -2 ~ , y  3: 55 
,+tC,IiJ : i‘ 

.I ’,;*I : : : i : ) l /  
Andrea J. Weinstein 

ajweinstein~morganlewis. corn 
(202) 467-7332 

May 2,2001 

Hon. David P. Boergers, Secretary 
Federal Energy Regulatory Commission 
888 First Street, N.E. 
Washington, D.C. 20426 

RE: Pinnacle West Energy Corporation 
Docket No. EGO1 - 163-000 

Dear Mr. Boergers: 

Pursuant to Rule 21 6 of the Rules of Practice and Procedure of the Federal Energy 
Regulatory Commission, 18 C.F.R. 5 385.216, Pinnacle West Energy Corporation 
(“PWE”) hereby files an original and fourteen (14) copies of a Notice of Withdrawal of 
its Application for Determination of Exempt Wholesale Generator Status. No parties 
have intervened or protested the PWE Application, so no party will be prejudiced or 
otherwise affected by P W ’ s  withdrawal. P W  requests waiver of the provisions of 18 
C.F.R. 6 385.216 to allow the withdrawal to become effective as of the date of this filing. 

Respectfully submitted, 

Andrea J. Weinstein 
Attorney for 
Pinnacle West Energy Corporation 

cc: Jan Macpherson 
Securities and Exchange Commission 
Arizona Corporation Commission 

Philadelphia Washington New York Lo5 Angels Miami Hamsburg Plttsbum Princeton 



UNITED STATES OF AMERICA 
BEFORE THE 

FEDEFUL ENERGY REGULATORY COMR.IISSION 

Pinnacle West Energy Corporation ) Docket No. EG01-163-000 

NOTICE OF WITHDRAWAL 

Pursuant to Rule 216 of the Rules of Practice and Procedure of the Federal Energy 

Regulatory Commission (“FERC”), 18 C.F.R. 8 385.216, Pinnacle West Energy Corporation 

(“PWE”), hereby withdraws its Application for Determination of Exempt Wholesale Generator 

(“EWG’) Status, which PWE filed with’ FERC in the above-captioned docket on March 28, 

2001 , as amended and supplemented on April 27,2001. No parties have intervened or protested 

the PWE application, so no party will be prejudiced or otherwise affected by PWE’s withdrawal. 

Rule 2 16 of the Commission’s Rules of Practice and Procedure provides that a party’s, 

withdrawal of a pleading shall become effective 15 days after the date on which the withdrawal 

was filed. PWE requests waiver of the provisions of 18 C.F.R. 8 385.216 to allow the Notice of 

Withdrawal to become effective as of the date of this filing.’ 

Good cause exists to waive the provisions of 18 C.F.R. 5 385.216. On September 12, 

2000, Pinnacle West Capital Corporation (“PNW”) filed an application pursuant to Section 

9(a)(2) of the Public Utility Holding Company Act of 1935 requesting approval fkom the 

Securities and Exchange Commission (“SEC”) in connection with a proposed corporate 

reorganization involving the transfer of Arizona Public Service Company’s fossil generating 

assets to PWE and PWE’s operation of other generating facilities currently being developed. 

Approval was requested because it would result in PWE becoming a public-utility company. 

See Southern Natural Gas Company, 76 FERC 7 61,12 1 (1996) (waiving 15-day requirement of 
18 C.F.R. 4 385.216 to avoid delay in construction of facilities). 

I 



PWE stated in its initial EWG Application that it intended to maintain its EWG status only until 

the SEC authorized it to become a public-utility company. On A p d  27, 2001, the SEC issued an 

order authorizing PNW to establish PWE as a public-utility company. For this reason, PWE is 

filing this Notice of Withdrawal and no further Commission action is requested. 

Respectfully submitted, 

6hffA.4 w& 
Mary Ann K. Huntington 
Andrea J. Weinstein 
Morgan, Lewis & Bockius, LLP 
1800 M Street, N. W. 
Washington, D.C. 20036 
Tel: (202) 467-762217332 

Attorneys for 
Pinnacle West Energy Corporation 

Dated: May 2, 2001 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

Pinnacle West Energy Corporation ) Docket No. EG01-163-000 

NOTICE OF FILING 

(May -9 2001) 

On May 2, 2001, Pinnacle West Energy Corporation ( “PW”)  filed with the Federal 
Energy Regulatory Commission a Notice of Withdrawal of its Application for Determination of 
Exempt Wholesale Generator (“EWG’) Status. PWE states that no parties have intervened or 
protested the PWE EWG Application, so no party will be prejudiced or otherwise affected by 
PWE’s withdrawal. PWE requests that its Notice of Withdrawal become effective as of the date 
of filing. 

Any person desiring to be heard or to protest said filing should file a motion to intervene 
or comments with the Federal Energy Regulatory Commission, 888 First Street, N.E., 
Washington, D.C. 20426, in accordance with Rules 21 1 and 214 of the Commission’s Rules of 
Practice and Procedures (18 C.F.R. 5 385.21 1 and 18 C.F.R. 5 385.214). The Commission ki l l  
limit its consideration of comments to those that concern the adequacy or accuracy of the 
application. All such motions and comments should be filed on or before 9 

2001. Any person wishing to become a party must file a motion to intervene. Copies of this 
filing are on file with the Commission and are available for public inspection. This filing may 
also be viewed on the Internet at http://www. ferc.fed.us/online/rims.htm (call 202-208-2222 for 
assistance). 

David P. Boergers 
Secretary 
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APPLICATION 
UNDER 

THE PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 

0 

PINNACLE WEST CAPITAL CORPORATION 

Phoenix, Arizona 85004 
. 400 East Van Buren Street, Suite 700 

(Name of company filing this statement and address of principal executive offices) 

None 

(Name of top registered holding company parent) 

Herbert I. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 

The Commission is requested to send copies of all notices, orders, and communications in 
connection with this Application to: 

Herbert I. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix. Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLF 
1800 M Street, N.W. 
Washington, D.C. 20036 



FIRST: The name of the corporation is Pinnacle West Energy Corporation. 

SECOND: The purpose for which the corporation is organized is the 

transaction of any or all lawful business for which corporations may be incorporated unda 

the laws of the State of Arizona, as they may be amended h m  time to time. The character 

of business which the corporation initially intends actually to conduct in the State of A t i z o ~  

is development, production and sale of wholesale energy. 

THIRD: The aggregate number of shares that the corporation shall have 

authority to issue is One Hundred (100) common shares, all of which shares shall be of a 

single class and shall have a par value of $.01 per share. 

FOURTH: The name and street address in Arizona of the initial statutory 

agent of the corporation is CT Corporation System, 3225 North Central Avenues, suite 

1601, Phoenix, Arizona 85012. The street address of the initial known place of business of 

the corporation in Arizona is 400 North 5& Street, Station 9068, Phoenix, Arizona 85004. 

FIFTH: The number of directors consthikg the initial board of directors of 

the corporation is two (2). The names and addresses of the persons who are to serve as 

directors until the fist annual meeting of shareholders, or until their successors are elected 

and qualified, are: . 



. a\' . , " 

Address 

William J. Post 400 North Fifth Stret  
Phoenix,AZ 85004 

400 North Fifth Street 
Phoenix,AZ 85004 

William L. Stewart 

The number of persons to serve on the board of directors thereafter shall be fixed by the 

bylaws of the corporation. 

2 2  SIXTH: The name and address of the incorporator is Pinnacle West Capital 

Corporation, 400 East Van Buren, Phoenix, Arizona 85004. 

SEVENTH: The liability of a director or former director to the corporation 

or its shareholders shall be eliminated to the lllest extent permitted by Section 10-202.B.1 

of the Arizona Revised Statutes. 

If the Arizona Business Corporation Act is amended to authorize corporate 

action hrther eliminating or limiting the liability of directors, the liability of a director of the 

corporation shall be eliminated or l i i t ed  to the filled extent permitted by the Arizona 

Business Corporation Act, as amended. 

Any repeal or modification of this Article Seventh shall not adversely affect 

any right or protection of a director of the corporation existing hereunder with respect'to any 

act or omission occurring prior to or at the time of such repeal or modification 

The provisions of this Article Seventh shall not be deemed to limit or 

preclude indemnification of a director by the corporation for any liability of a director which 

has not been eliminated by the provisions of this Article Seventh 

EIGHTH: The corporation shall indemnifjt any and all of its existing and 

0 
former directors and officers to the fillest extent permitted by Section 10-202.B.2 of the 



Arizona Business Corporation Act. If the Arizona Business Corporation Act is amended to' 

authorize corporate action broadening the corporation's abil&y to indemnify its directors and 

officers, the corporation shall indemnify its &Sting and former directors and officers to the 

fullest extent permitted by the Arizona Business Corporation Act, as amended Any repeal 

or modification of this Article Eighth shall not adversely affect any fight or protection of any 

existing or formex director or ofticer of the corporation existing hereunder with respect to 

any act or omission occuning prior to or at the &e of such repeal or modification. 

DATED: September 27,1999 

PINNACLE WEST CAPlTAL CORPORATION 

By: 
Michael v. Palm& 
Vice President/Fiice 
Incorporator . 

:. .i - 



D EXHIBIT B-1 

TERM SHEET 
The following is a summary of all material terms and conditions relating to the rerocation 

by Arizona Public Service Company, an Arizona corporation (‘‘m’) of its 

a. electric generating business and assets (the “Generating Assets”), as more 
particularly defined below, which will be moved to A p S ’ s  affiliate, Pinnacle West 
Energy Corporation, an Arizona corporation (“PWEC”); and 

b. bulk power marketing and trading assets (the “Bulk Power Assets”) which will be 
moved to Pinnacle West Capital Corporation, an Arizona corporation (‘TWCC‘), 

in conjunction with an overall corporate reorganizatiqn by PWCC, APS’sparent company, which 
is, in substantial respect, undertaken in furtherance of a Settlement Agreement, dated May 14, 
1999, and approved by the Arizona Corporation Commission (the “E’) on October 6, 1999 in 
its DecisionNo. 61973. 

Executive Summary: 

Zn furtherance of an overall corporation reorganization, APS intends to move its 

a. Generating Assets, as described below, in two (2) stages, to two (2) newly created 
subsidiaries {respectively, “Subsidiarv A” and “Subsidiarv B”) that will each be 
merged into PWEC; and 

b. Bulk Power Assets that will be relocated to PWCC. 

The bulk of APS’s Fossil Assets and Solar Assets (as defined below) will be moved to 
Subsidiary A by January 1,2001, and APS’s Nuclear Assets (as defined below) will be moved to 
Subsidiary B by December 3 1 , 2002. APS’s Bulk Power Assets will be moved to PWCC by 
January 1,2001. 

Simultaneously with each stage of the relocation of Generating Assets, APS will divest 
itself of its ownership interest in Subsidiary A and Subsidiary B, respectively, by transferring the 
common stock of each subsidiary to PWCC. PWCC will then merge each subsidiary into its 

. wholly owned subsidiary, PWEC, thereby completing the move of APS’s Generating Assets to 
its affiliate, PWEC. Any Fossil Assets, as defined below, that are not moved to PWEC by 
January 1,2001, will be moved to PWEC using a similar subsidiary transaction by December 31, 
2001. The Bulk Power Assets will be moved directly to PWCC. 

As a result of this corporate reorganization, by January 1 , 2003, APS shall be engaged in 
the transmission and distribution of electricity in the State of Arizona, and will no longer be 
engaged in the generation of electricity. PWEC shall be engaged in the generation and sale of 
electricity to wholesale customers in the region bounded by the Western States Coordinating 



Council. By January 1,2001, PWCC will assume the bulk power marketing and trading 
activities that were previously conducted by APS. 

The Plan of Reorganization 

1. GeneratinP Assets: 

1.1. 
1.2. 
1.3. 
1.4. 

1.6. 
1.7. 
1.8. 
1.9. 
1.10. Various grid-connected solar generating facilities located in the State of Arizona 

Item 1.1 is referred to herein as the “Nuclear Assets.” 
Items 1.2 through 1.9 are referred to herein as the “Fossil Assets.” 
Item 1.10 is referred to herein as the “Solar Assets.” 

Bulk Power Assets 

Palo Verde Nuclear Generating Station - Wintersburg, Arizona 
Four Comers Generating Station - Fruitland, New Mexico 
Navajo Generating Station - Page, Arizona 
Cholla Generating Station - Joseph City, Arizona 

Ocotillo Generating Station - Tempe, Arizona 
Saguaro Generating Station -Red Rock, Arizona 
Yucca Generating Station - Yuma, Arizona 
Douglas/Fairview Generating Station - Douglas, Arizona 

:+a“ 1.5. West Phoenix Generating Station - Phoenix, Arizona 

Various agreements relating to the purchase and sale of bulk electric power, emission 
allowances, natural gas, and other energy-related commodities, together with infrastructure 
and related items of tangible personal property used or usekl in connection with the conduct 
of bulk power trading activities. 

2. Established Asset Value: 

For purposes of the reorganization, the Generating Assets and the Bulk Power Assets will be 
valued at APS’s book value as of the Closings referred to in Sections 3.1.1 and 3.1.2, below. 

3. Other Material Terms and Conditions: 

3.1 Effective Dates: 

by December 3 1,2001. 

3.1.1 The bulk of the Fossil Assets, the Solar Assets and the Bulk Power Assets will be 
moved on or before January 2,2001. Any remaining Fossil Assets will be moved 

3.1.2 The Nuclear Assets wili be moved by December 31,2002. 

3.2 Conditions and Approvals Required as a Condition of the Reorpanization: e 



J 

3.2.1 

3.2.2 

Third Partv ADDrovals and Consents: The reorganization will ,e subject to certain 
approvals and consents: 

3.2.1.1 Participant approvals, to the extent applicable, for the Four Comers 
Generating Station, Navajo Generating Station and Palo Verde Nuclear 
Generating Station. 

3.2.1.2 Third party consents to assignment and transfer of various contracts, 
licenses, leases, easements, permits, etc., necessary and use l l  for the 
operation of the assets being transferred (e.g., goods and services). 

Regulatory Requirements: The reorganization will be subject to certain regulatory 
requirements: 

3.2.2.1 Federal Energy Regulatory Commission (“FERC”) approval under 

3.2.2.2 Receipt of favorable letter rulings from the Internal Revenue Service that 

Section 203 of the Federal Power Act. 

the proposed reorganization will be tax free. 

3.2.2.3 Final approval by the Securities Exchange Commission, pursuant to 
Section 9(a)(2) of the Public Utility Holding Company Act (“PUHCA” 
that PWCC, as an exempt holding company, may acquire an interest in 
PWEC, a public utility for purposes of PUHCA, or alternatively, a 
determination by the FERC that PWEC is an exempt wholesale 
generator under Section 32 of PUHCA. 

3.2.2.4 Permit transfer approvals from various Federal, Statu and local 

environmental regulatory authorities. 

3.2.2.5 Approval by the Nuclear Regulatory Commission of the transfer of the 
Palo Verde Nuclear Generating Station Operating License from APS to 
PWEC. 

3.2.3 Other Conditions 

On the effective dates of the reorganization, indicated above, the parties will deliver all 
appropriate instruments and documents as necessary to accomplish the relocation of the 
Generating Assets and Bulk Power Assets to PWEC and PWCC, respectively, including 
necessary instruments of title and assignments of all contracts, permits, authorizations, leases, 
water rights, easements and rights-of-way used and usehl to ownership or operation of the 
Assets. 

Page 3 



EXIIIBIT D-1 

I C O U N S E L O R S  ? T  L 4 V  

July 28,2000 

Honorable David P. Boergers, Secretary 
Federal Energy Regulatory C o d s s i o n  
888 First Sbeet. N.E. 
Washington, D.C. 20426 

Re: 
W e e  . .  

Dear Secretary Boetgcrs: ‘I 

Pursuant to Section 203 of the Fednal Power Act, 16 U.S.C. 5 824b (19343, and 
Part 33 of the regulations of the Federal Energy Regulatory Commission, 18 C.F.R. Part 
33, Arizona Public Smice Company (“APS), Pinnacle West Capital Carporation 
(“P WCC“), and Pinnacle West Energy Corporation (“PWE“’) (jointly “Applicantc”), 
hereby submit for filing six copies of an Application for Authorization to Transfer 
JMsdictional Facilities. 

Applicants are making this filing 31 connection with the proposed corporate 
restructuring of Pips, under which APS will separate its generanon and wholesale 
marketing businesses, from its trammission and distribution businesses. Applicants 
developed the resmcturbg plau in order to comply with the Arizona retail choice 
pmgram, which provides for the introduction of customer choice for retail customers, and 
requhes APS to divest its generation assets. As demonstrated in the body of the 
Application, the proposed transfer of jurisdictional facilities taises no competitive or 
other concerns, and i s  in the public interest. 

A form of notice suitable for publication in the Federal Register and a copy of the 
notice on a computer diskette are attached hereto. Applicante have sewed B copy of t h i s  
Application on the M o n a  Corporatiou Cornmission and the New Mexico Public 
Regulation Commission. In addition, copies of this trandttal letter have been sent to all 
cuetomen under tach of the wholcaale power sales contracts, &ff~, and service 
agreements that APS seeks authorization under Section 203 to transfer to an affiliate. 

I 



Any of  these customers that desire a copy of the Application should contact the 
undersigned. 

If you have any questions about this filing, ple feel ce to contact me. ? P  

" .  
Lewis & Bockius LLP 

0% D.C. 20036-5869 
Phone: (202) 467-7000 

Barbara M. Champion, Senior Attorney 
Pinnacle West Capital Corporation 
P.O. Box 53999 
Mail Station 8695 
Phoenix, Arizona 85072-3999 
Phone: (602) 250-3547 

Attorneys for 
Arizona Public Service Company 
Pinnacle West Capital Corporation 
Pinnacle West Energy Corporation 

Enclosmes 

cc: Arizona Corporation Commission 
New Mexico Public Regulation Commission 



UNITED STATES OF AMElUCA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

Arizona Public Service Company ) Docket No. E O -  
Pinnacle West Capital Corporation 1 
Pinnacle West Energy Corporation 1 

APPLICATION OF 
ARIZONA PUBLIC SERVICE COMPANY, 

PINNACLE WEST CAPITAL CORPORATION, AND 
PINNACLE WEST ENERGY CORPORATION 

FOR AUTHORIZATION TO TRANSFER 
JURISDICTIONAL FACILITES 

I. INTRODUCTION 

Arizona Public Service Company (“APS”), and its affiliates Pinnacle West 

Capital Corporation (“PWCC“) and Pinnacle West Energy Corporation (“PWE“) 

(collectively, “Applicants”), submit this Application to obtain the approvals necessary to 

separate APS’s generation and wholesale marketing businesses from its transmission and 

distribution businesses. A P S  is separating its generation and marketing functions from its 

transmission and distribution functions, in accordance with the Arizona retail choice 

i 

program and as the means of implementing the Settlement Agreement approved by the 

Arizona Corporation Commission (“ACC”) which calls for the divestiture of APS’s 

generation assets. Upon completion of the proposed corporate restructuring, PWE will 

own and operate APS’s existing generating plants, and APS will become a “wires” 

company, owning and operating transmission and distribution facilities. PWCC will have 

a Marketing and Trading Department and act as a power marketer, and conduct trading 

and brokering functions on behalf of its subsidiaries A P S ,  PWE, and APS Energy 

Services Company, Inc. (“APSES”). 



Under Section 203 of the Federal Power Act, 16 U.S.C. 8 824b (1994)' and Part 

33 of the Federal Energy Regulatory Commission's ("FERC" or the "Commission") 

Regulations, 18 C.F.R. $8 33.1-33.10 (1999), Applicants seek authorization for: 

1. the transfer from APS to PWE, directly or indirectly, of certain 
jurisdictional facilities; 

2. the transfer from APS to PWE, directly or indirectly, of certain operational 
agreements to PWE; and 

the transfer from APS to PWCC of certain wholesale power sales 
contracts, APS's Electric Coordination Tariff and accompanying service 
agreements, and certain service agreements under APS's Market-Rate 
Tariff including any new agreements A P S  enters into under its market-rate 
tariff up to and until the time of transfer. 

3. 

Upon the transfer of APS fossil generation resources to PWE, contemplated to 

occur on or before January 1,2001, PWE will sell the output from its generation 

resources to PWCC. Under the restructuring plan, PWCC will, in turn, provide A P S  with 
t 

0 
all of its generation-related ancillary services pursuant to agreements to be filed with the 

Commission.' These arrangements will allow APS to continue providing ancillary 

services at the existing rates in its OATT until a market for ancillary services develops in 

Arizona. 

Specifically, PWE intends to file an application for authorization to sell power at market-based 1 

rates in a separate but concurrent filing. At that time, PWE will also file an agreement for the sale of 
generation related ancillary services to PWCC at exactly the same rates that APS currently charges 
transmission customers under its OATT. To the extent additional generation related ancillary services may 
be required by the Commission or pursuant to protocols to be filed by the Arizona Independent System 
Administrator, PWE win supply those services to PWCC. PWCC will then in turn provide ancillary 
services to APS, again at the same rates currently charged by AF'S under its O A T .  P W  and PWCC will 
reserve the right to change such rates and services as their costs of providing such service change, or as 
conditions warrant. 

2 
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II. REQUEST FOR EXPEDITED APPROVAL AND REQUESTED 
EFFECTIVE DATES 

The approvals that Applicants request are necessary to implement Arizona's retail 

choice plan for the Applicants. Accordingly, Applicants request that the Commission 

issue an order no later than November 30,2000, approving the Section 203 application 

and request expedited consideration to the extent necessary. Applicants note that they 

anticipate transferring most of the assets and personnel at year-end, in order to facilitate 

calendar year record keeping, and believe that the time between the requested approval 

date of November 30 and the contemplated transfer is necessary to allow the transfer of 

personnel and to implement other aspects of the transaction. Applicants will promptly 

notify the Commission upon the consummation of the transactions described herein. 

III. PROPOSED RESTRUC"G PLAN OF THE APPLICANTS 

A. Description of the Parties 

PWCC: PWCC is an Arizona corporation whose principal place of business is 

located at 400 North 5' Street, Phoenix, Arizona. PWCC is a holding company that is 

exempt from registration under the Public Utility Holding Company Act of 1935, as 

mended ("PUHCA"), by virtue of Section 3(a)(1) of PUMCA and Rule 2 of the 

reeulations of the Securities and Exchange Commission ("SEC"). PWCC is the parent " - 
company of APS, PWE, and APSES. At present, PWCC has no electric-utility company 

subsidiaries, other than APS. PWCC has two non-utility subsidiaries, El Dorado 

Investment Company, an investment fm with a portfolio consisting of venture capital, 

limited partnerships, and other holdings, and SunCor Development Company, a real 

estate developer invested in planned communities and cornmercialhdustrial projects. 



PWCC is also a power marketer. On June 20,20oo, the Commission 

conditionally accepted for filing a proposed market-based rate tariff and code of conduct 

for PWCC in Docket No. ER00-2268-000. As ordered by the Commission, PWCC 

submitted a compliance filing to resolve the remaining concerns of the Commission 

regarding potential affiliate abuse and the effect of affiliate transactions on captive 

wholesale customers with fuel adjustment clauses. PWCC will market power and energy 

that it purchases and will engage in wholesale marketing and brokering activities. 

APS: APS is a public service corporation organized under the laws of the State 

of Arizona, engaged in the business of generating, transmitting and distributing electricity 

in all or part of eleven of Arizona’s fifteen counties. APS owns or partially owns a 

number of generating assets. A list of the transmission assets that APS is transferring to 

PWE is included as Attachment A. The transmission assets being transferred are facilities 0 
functionalized to production - such as step-up transformers and related equipment. A list 

of the contracts that APS will be transferring to PWE and PWCC is included in 

Attachment B. APS is authorized to sell wholesale power and energy at market-based 

rates.2 In its order granting market-base rate authority to APS, the Commission found 

that APS does not possess market power.3 APS has an OATT on file with the 

Commission.4 

PWE: PWE was formed as a subsidiary of its parent company, PWCC, for the 

purpose of owning and operating wholesale generating facilities. PWE was incorporated 

See Arizona Public Service Co., 79 FERC & 61.022 (1997). APS recently filed an updated market 2 

analysis concerning its rnarket-based rates. See Arizona Pubfic Service Co.. Docket No. ER00-1875-000 
(March 14.2000). 

See Arizona Public Service Co., 79 FERC & 61,022, at 61,098-99. 

Docket Nos. OA96- 153-000. ER96-2401-000. 

3 
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in Arizona on September 27, 1999, and currently has no operating generating facilities 

that are subject to the Commission's jurisdiction. Upon transfer of APS's generating 

assets to PWE, PWE will become a generating cornpan$ and APS will become primarily 

a wires company. PWE will generally sell the output from its generating facilities to 

PWCC but may sell a portion to other wholesale customers. 

Diagrams showing the corporate relationships between PWCC, A P S ,  and PWE 

before and following consummation of the transaction are attached as Appendices A and 

B. 

B. Arizona Restructuring 

The Applicants developed the restructuring plan in response to the changes 

currently underway in the wholesale and retail sectors of the electric and gas industries in 

Arizona and elsewhere. Specifically in Arizona, the ACC has implemented a plan and 

rules to permit retail access. On October 6,1999, the ACC approved a Settlement 

Agreement between APS and several customer groups and consumer advocates resolving 

retail electric competition-related issues and approving unbundled tariffs! Under the 

terms of the Electric Competition Rules of the ACC and APS's Settlement Agreement, 

retail choice for APS's retail customers is being phased-in. All of Us's  retail customers 

will be entitled to choose their retail power supplier beginning January 1,2001.' 

Remaining retail customers of APS taking service under "standard offer'' bundled rates 

PWCC currently anticipates seeking approval from the Securities and Exchange Commission 5 

("SEC") under Section 9(a)(2) of Public Utilities Holding Company Act of 1935. as amended ("PUHCA"), 
in connection with the transfer since it will result in PWE becoming a public-utility company: alternatively, 
PWE will file for exempt wholesale generator status under Section 32 of PUHCA. 

ACC Decision No. 6 1973. 

See Attachment D - ACC approved Settlement Agreement, 0 1.1 .  
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will be subject to planned rate reductions that will continue until July, 2004.* Under the 

Settlement A,greement, APS is entitled to apply for a change in the agreed upon rate 

reductions only in the event of an emergency or a material change in its cost of service as 

a result of specified extraordinary events. The approved Settlement Agreement also 

requires that APS divest its generation assets by December 3 1,2002, but allows A P S  to 

divest its assets to an affiliate? 

C. 

In response to the state restructuring proceedings, PWCC formed APSES, a 

Applicants Plan to Implement Arizona Restructuring 

marketer of electricity and energy-related services to primarily retail customers in 

Arizona and California, and PWE, a corporation formed to engage in the business of 

owning and operating generating facilities in Arizona and elsewhere. To further comply 

with state restructuring, APS is now transferring its existing generating assets, and 

requesting the authority to transfer associated transmission plant, and existing generation 

operating agreements to PWE. Additionally, A P S  is requesting the authority to transfer 

certain existing wholesale power sales agreements to PWCC. 

To implement the actual transfer of facilities after Commission approval, APS 

intends the following transactions. As previously mentioned APS and PWE are direct 

and wholly-owned subsidiaries of PWCC. New subsidiaries will be created as needed to 

implement the transfer of facilities. The following transactions will occur on or about 

January 1,2001, pursuant to a plan of reorganization. First, APS will contribute its fossil 

and applicable solar generation assets and its operational agreements to one or more of 

these newly formed subsidiaries (hereafter all will be referred to as a “Transitory 

B See Attachment D - ACC approved Settlement Agreement, $0 222.6.2.7.  

See Attachment D - ACC approved Settlement Agreement, $ 4.1. 9 
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Subsidiaries"). This transaction is intended to qualify as a tax-deferred reorganization 

under IRC Section 368(a)(l)(D). Second, APS will distribute or cause to be distributed 

all of the stock of a Transitory Subsidiary to PWCC in a transaction intended to qualify as 

a tax-deferred spin-off under IRC Section 355. Third, under state law, the Transitory 

Subsidiary will then be merged into PWE (with PWE surviving) in a transaction intended 

to qualify as a tax-deferred statutory merger under IRC Section 368(a)( 1)(A). It is 

contemplated that the three aforementioned transactions will occur simultaneously. 

APS also intends to transfer certain wholesale power contracts to PWCC in a 

similar manner as described above with the use of a different subsidiary (in this case, the 

subsidiary will be merged into PWCC). Following approval of such transfer, AF'S will 

transfer the contracts and, as required in Section 35.16 of the Commission's regulations, 

file a Notice of Succession within 30 days. At that time, APS will refile each agreement 

with the Commission in accordance with the Commission's recent ruling on rate schedule 

designations." 

The transfer of the APS nuclear facilities is contemplated to occur by the end of 

2002 pursuant to the current plan of reorganization. APS intends to use the same 

mechanism as described above for the other generating assets for transferring the nuclear 

assets to PWE. The delay in transferring the nuclear assets is to ensure additional time to 

adequately address complicated contractual arrangements, such as saleAeaseback 

provisions, in place amongst the various owners of the nuclear facilities. There are also 

certain financial and economic considerations that must be resolved before the actual 

transfer of nuclear assets can take place. A P S  will inform the Commission when the 

'' See Desigmrion of Efectric Rare Schedule Sheets, Order No. 614,90 FERC & 61,352 (2000). 



actual transfer of its nucIear generating units takes place. 

The proposed restructuring plan of the Applicants will help PWCC and its 

affliates adapt their electric businesses to new and changing markets. The restructuring I 
plan will allow PWCC and its affiliates to better compete in these markets and permit 

better service for customers and shareholders. 

N. APPLICATION PURSUANT TO SECTION 203 

Section 203 of the FPA requires Commission approval for the disposition of 

facilities that are subject to the Commission's jurisdiction and have value in excess of 

$50,000. APS owns and operates step-up transformers and associated transmission 

facilities at its generating facilities that will be included in the direct or indirect transfer 

.- 

of assets to PWE. A P S  also has existing wholesale contracts that will be transferred to 

PWCC and PWE and these contracts are considered "facilities." See Enron Power 

Marketing, hc., 65 FERC q[ 61,305 (1993). Accordingly, the instant transaction involves 

a disposition of jurisdictional facilities requiring Commission approval. The Commission 

will approve such a disposition if it concludes that the transaction is consistent with the 

public interest. See, e.g., Boston Edison Co., 80 FERC 61,274 (1997). In analyzing the 

effect of the disposition on the public interest, FERC generally considers the following 

three factors: (1) the effect on competition, (2) the effect on rates, and (3) the effect on 

regulation. As shown below, the proposed transfer of jurisdictional assets is in the public 

interest. The transfer will actually benefit the public interest, as it will facilitate the 

restructuring of the electric power industry in Arizona by (1) finalizing the 

implementation of retail access in Arizona as promulgated by the ACC, (2) allowing 

competition in the generation markets, and (3) enabling A P S  to operate its transmission 

system as a "wires" only company. 

8 



A. The Effect on Competition 

The restructuring plan of the Applicants reflects the type of structural changes that 

are becoming typical in the evolving competitive electric marketplace. The restructuring 

will properly align the generation business into one unit, the transmission and distribution 

business into another, and the wholesale power marketing function in still another unit. 

Such an alignment will be beneficial to the competitive marketplace because it will allow 

each entity to focus exclusively on its core business. Because this restructuring is 

internal to the Pinnacle West corporate family, there are no competitive impacts from the 

transfers contemplated herein. See, e+, PECO Energy Co., 90 FERC ¶ 61,269, at 

61,903 (2000); Public Svc. Elec. & Gas, Co., 88 FERC ¶ 61,299, at 61,916 (1999) 

(finding that similar internal restructuring did not increase market concentration or affect 

competition). 

Additionally, APS has had market rate approval for the past three years. On May 

2,2000, an updated market power study by APS was accepted by the Commission in 

Docket No. EROO- 1875-000. The updated report shows that APS does not possess 

market power in the generation or transmission markets. In addition, PWCC recently 

received conditional approval for a market-based tariff in Docket No. ER00-2268-000." 

Finally, PWE is filing for market-based rate approval in a separate but concurrent filing. 

Since neither APS, PWCC, or PWE possess market power in generation or transmission 

markets, the transfer of assets should not create any competitive issues. In fact, providing 

a competitive alternative for generation resources in the retail and wholesale markets, the 

transfer of assets will further competition to the benefit of all customers. 

" 

address the sole remaining concern of the Commission regarding the treatment of APS's captive wholesale ' 
As noted previously in III.A, on July 13,2000. APS and PWCC submitted a compliance filing to 



B. The Effect on Rates 

The transfer of assets should not affect the rates currently paid by retail and 

wholesale customers. APS does not intend to change its transmission rates, since none of 

the transmission assets being transferred to PWE are currently in APS's transmission 

rates reflected in its OA'IT. In order to deliver the output of the PWE generating assets, 

the entity purchasing the power will be required to use transmission service pursuant to 

APS's OAT". 

As stated previously, the retail customers of APS are protected by rate reductions 

through July, 2004 and all retail customers will be able by January 1,2001 to choose their 

electric supplier. Most of A p S ' s  wholesale transactions are currently conducted under 

market-based rates or through the Western System Power Pool and the transfer of assets 

should have no effect on their competitive rates. M S  does have some cost-based 

wholesale rate customers, of which all but two can readily choose alternate power 

suppliers. A P S  does not believe the transfer of assets will harm its current wholesale 

customers. A P S  recently proposed measures that will protect wholesale customers from 

any potential affiliate abuse associated with affdiated transactions. To protect existing 

.-,rtu=awLt b _clr.EteminrrementaLcnsf fSICIh their nricing nmvisinns. A P S  will cao - _  

the pass-through of cost at the lesser of SIC or prices based on the Palo Verde Index. For 

customers with a fuel adjustment clause (FAC) in their contracts, APS has proposed that 

the customers would pay the lesser of a FAC calculated with inter-affiliate transactions 

included, a FAC calculated with the inter-affiliate transactions priced not as actual but at 

the Palo Verde Index price for a sirni1a.r duration, or the average of the actual corrected 

FAC for the same month for 1998 or 1999 (See Pinnacle West Capital Corporation, 

Docket No. ER00-2268-000). These protections will continue in place. 



In addition, further protection to all customers regarding ancillary services will be 

provided. In separate Section 205 filings, appropriate agreements will be filed with the 

Commission that will provide APS with its generation related ancillary services. 

Inasmuch as the charges for such ancillary services currently included in APS’s OATT 

are based on the fossil generation units to be transferred from APS to PWE, the costs 

associated with providing these ancillary services will be unchanged when the units are 

transferred. Upon the transfer of the assets, PWE will sell generation-related ancillary 

services to PWCC at rates identical to those in APS’s OATI’, and under a separate 

agreement, PWCC in turn will provide APS with its generation-related ancillary services 

at exactly the same charges. Under this arrangement A P S  is ensured of obtaining all its 

generation-related ancillary services, and will merely pass through to customers 

subscribing to such services the costs A P S  incurs for these services at exactly the same 

rates currently in APS’s OATT. Indeed, by PWE becoming a separate entity with the 

above-mentioned safeguards, competition in the generation market should expand, and all 

customers should benefit. 

. C. The Effect on Regulation 

The Commission requires Applicants under Section 203 to evaluate the effect of a 

proposed transaction on regulation at both the Federal and state level. The Commission 

is mainly concerned with instances where (1) the transaction will shift regulatory 

authority from the Commission to the SEC or otherwise diminish Commission authority; 

or (2) the affected state commissions will not have authority to act on the proposed 

transaction. l2 

‘’ 
Statement, Order No. 592, FERC Stats. & Regs. & 30.1 10 (1996), at 30,124-25. 

See Inquiry Concerning thefomrnission’s Merger Policy Under the Federal Power Acr: Policy 
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(Name of top registered holding company parent) 

Herbert I. Zinn 
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Phoenix, Arizona 85004 
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1800 M Street, N.W. 
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The Commission is requested to send copies of all notices, orders, and communications in 
connection with this Application to: 

Herbert I. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 
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Pursuant to Sections 9(a)(2) and 10 of the Public Utility Holding Company Act of 1935 

(the “Act”), Pinnacle West Capital Corporation, an Arizona corporation ( “ P W ’ ) ,  hereby 

requests approval from the Securities and Exchange Commission (the “Commission”) to 

establish a new public-utility company subsidiary in connection with the proposed corporate 

reorganization (the “Reorganization”) involving the relocation of certain generation assets from 

Arizona Public Service Company (“APS”), PNW’s existing public-utility company subsidiary, to 

Pinnacle West Energy Corporation (“PWE)’), another wholly-owned subsidiary of PNW. As a 

result of this Reorganization, PWE will become an “electric utility company” and a “public- 

utility company” within the meaning of the Act, and, therefore, PNW will acquire an additional 

public-utility subsidiary. (However, PWE will not become a public service corporation under 

Arizona state law.) PNW will continue to meet the requirements for an intrastate exemption 

under Section 3(a)(l) of the Act and will continue to file annual exemption statements on Form 

U-3A-2 pursuant to Rule 2 of the Commission’s regulations. 

The purpose of the Reorganization is to comply with certain requirements set forth in 

rules adopted by the Arizona Corporation Commission (“ACC”) that provide the framework for 

introduction of retail electric competition in Arizona (the “Competition Rules”), and in a final 

ACC order approving the APS’ settlement with various parties with respect to implementation of 

the Competition Rules (the “Settlement”). Pursuant to the Competition Rules and the 

Settlement, APS must separate its generating assets and competitive services from its 

transmission and distribution functions no later than December 3 I ,  2002. PNW seeks 

Commission approval now, however, because APS intends to move a substantial portion of its 

generating assets to PWE on or before January 1,2001. There may be some delays in moving 

particular assets from APS to PWE, pending receipt by APS of certain consents or waivers from 

third parties with respect to such assets, but most of the non-nuclear generating assets are to be 

moved to PWE on or before January 1,2001. 
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ITEM 1 DESCRIPTION OF PROPOSED TRANSACT~ON 

A. Description of the Parties 

1. Pinnacle West Capital Corporation: PNW was incorporated in 1985 

under the laws of the State of Arizona. Through its subsidiaries, PNW is engaged in the 

generation, transmission, and distribution of electricity and the sale of energy services. Also 

through subsidiaries, PNW is involved in real estate development and in venture capital 

investment. On December 3 1, 1999, PNW employed approximately 7,534 people, including the 

employees of its subsidiaries. Of these employees, 6,234 were employees of its existing public- 

utility subsidiary, APS, and employees assigned to joint projects of APS where APS services as a 

project manager. PNW’s principal executive offices are located at 400 East Van Buren, Phoenix 

Arizona 85004. PNW is currently a public-utility holding company exempt from the provisions 

of the Act, except Section 9(a)(2), by reason of its filing of annual exemption statements on Form 

U-3A-2 pursuant to Rule 2 of the Commission’s regulations. 17 C.F.R. $ 250.2(a). PNW’s 0 
direct, wholly-owned subsidiaries are described below and a copy of PNW’s most recent Form 

U-3A-2 is attached as Exhibit G-1. 

2. Arizona Public Service Company: APS is a public-utility company 

incorporated in 1920 under the laws of the State ofArizona. APS is a wholly-owned subsidiary 

of PNW. APS’ principal executive offices are located at 400 North Fifth Street, Phoenix Arizona 

85004. APS provides retail electric services principally in the State of Arizona and is actively 

engaged in the competitive wholesale electric markets. APS is subject to regulation by the ACC 

with respect to retail rates, accounting, service standards, service territory, issuances of securities, 

siting, of generation and transmission projects and various other matters. 

APS is also subject to the jurisdiction of the Federal Enersy Regulatory Commission 
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including regulation of its rates relating to wholesale sales of energy and interstate transmission, 

licensing its hydroelectric stations, accounting, and certain other matters. APS’ current business 

structure consists of three primary business units: generation; power marketing; and 

transmissioddistribution. The following briefly describes these business units. 

a. Generation -- APS currently owns or leases generating facilities with a 

total accredited capacity of approximately 4,000 megawatts. The fuel mix of APS’ generation 

capacity is 41.8% coal; 3 1.5% gas or oil; 26.5% nuclear; and less than 1% other. MS’ sources 

of energy during 1999 were approximately 56.8% from its own generation resources and 

approximately 43.2% from purchased power. The Reorganization involves the relocation of a 

substantia1 portion of APS’ generating facilities and related facilities, as well as the transfer of 

certain of the employees of U S ’  generation business unit. The generating assets being moved to 

PWE on or before January 1 , 2001 are briefly described below.’ Also, attached, as Exhibit E-1, 

. is a map showing the location of each of APS’ generation facilities. 

on to the generating facilities to be moved by January 1,2001, APS also owns or leases an interest I 

in the Palo Verde Nuclear Generating Station (“PVNGS”), a three-unit nuclear generating facility located in 
Wintersburg, Arizona approximately 55 miles west of Phoenix, Arizona. The total accredited capacity of PVNGS is 
3,733 megawatts, of which APS owns or leases 29.1%, or approximately 1,086 megawatts. APS is also the operator 
of the facility. There are six other co-owners of PVNGS, which collectively own or lease the remaining 70.9%. 
Ownership is in the form of a co-tenancy, and the co-ownen are not affiliates of one another. APS operates PVNGS 
pursuant to an agreement in which each owner pays its proportionate share of the cost of operating the facility. 
While the Reorganization involving APS’ non-nuclear generating facilities is contemplated to occur on or before 
January 1, 2001, APS does not plan to move its interest in PVNGS to PWE until 2002. The delay in moving the 
nuclear assets is to ensure additional time to adequately address complicated contractual arrangements, such,as sale 
and leaseback provisions between APS and certain owner trusts to which APS has sold and leased back a portion of 
its interest in PVNGS Unit 2 and the PVNGS common facilities. There are also certain financial and economic 
considerations that must be resolved before the nuclear assets can be moved to PWE. 
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Four Comers Power Plant (“Four Comers”): 

Four Comers is a five-unit coal fired power plant located near Farmington, New Mexico 

on the Navajo Reservation. The property underlying the plant is held under easements granted by 

the federal government and under leases from the Navajo Nation. Units 1 ,2  and 3 have an 

accredited capacity of 560 megawatts. These units are 100% owned and operated by APS. Units 

4 and 5 have an accredited capacity of 1,480 megawatts; APS owns 15% of units 4 and 5, or 222 

megawatts. The remaining interests in units 4 and 5 are co-owned by five other entities. 

Ownership of units 4 and 5 is through a co-tenancy arrangement, and the co-owners are not 

affiliates of one another. APS operates Four Comers units 4 and 5 pursuant to an agreement in 

which each owner pays its proportionate share of the operating cost. 

Cholla Power Plant (“Cholla”): 

Cholla is a €our-unit coal-fired power plant located in Navajo County approximately 200 

miles northeast of Phoenix, Arizona. Units 1 ,2  and 3 have an accredited capacity of 615 

megawatts. These units are 100% owned and operated by APS. Unit 4 has an accredited 

capacity of 380 megawatts; unit 4 is 100% owned by another unaffiliated entity. APS is a.,o the 

operator for this unit. 

Navaio Power Plant (“Navaio”): 

Navajo is a three-unit coaI-fired plant located south of Page, Arizona. The total accredited 

capacity for the plant is 2,250 megawatts. APS owns 14%, or 3 15 megawatts of this plant. The 

remaining interests in the plant are co-owned by five other entities which are not affiliated with 

APS. APS does not operate Navajo. 



S amaro Power Plant (“Saguaro”) : 

Saguaro is a four-unit power plant consisting of two gadoil-fired steam units and two 

gadoil-fired combustion turbine units and is located 30 miles north of Tucson, Arizona. The total 

accredited capacity for the plant is 3 19 megawatts. Steam units 1 and 2 have a combined 

capacity of 209 megawatts, and the two combustion turbines have a combined capacity of 1 10 

megawatts. This plant is 100% owned and operated by APS. 

Ocotillo Power Plant  ocotillo'^: 

Ocotillo is a six-unit multi-fueled generating plant located in Tempe, Arizona. Two units 

are gadoil-fired steam units; two units are gasloil-fired combustion turbines; and two units are 

solar. The total accredited capacity for steam units 1 and 2 is 226 megawatts; for combustion 

turbine units 1 and 2, the accredited capacity is 1 10 megawatts; and for solar units 1 and 2, the 

accredited capacity is 172 kilowatts. This plant is 100% owned and operated by APS. 

Yucca Power Plant (“Yucca”) : 

Yucca is a five-unit gas/oiI combustion turbine plant located near Yurna, Arizona. The 

accredited capacity of units 1 , 2, 3 and 4 is 147 megawatts. These units are 100% owned and 

operated by APS. Unit 5 and a separate steam unit are owned by a separate, unaffiliated entity but 

operated by APS. 



West Phoenix Power Plant (“West Phoenix”): 

West Phoenix is a six-unit gadoil-fired steam, combustion turbine, and combined cycle 

generation plant located in Phoenix, Arizona. Combustion turbine units 1 and 2 have an 

accredited capacity of 110 megawatts; combined cycle units 1 ,2  and 3 have an accredited 

capacity of 255 megawatts; and steam units 4, 5 and 6 have an accredited capacity of 108.3 

megawatts. APS owns or leases and operates 100% of West Phoenix and is entitled to 100% of 

the output.’ 

DouPlasRairview Power Plant: 

Douglas/Fairview is a single combustion turbine unit with a capacity rating of 16 

megawatts located near Douglas, Arizona. DouglasFairview is 100% owned and operated by 

APS. 

Solar Power Plants 

APS also owns a number of solar units that will be moved to PWE as part of the 

Reorganization. These solar units are located around the state (primarily in the Phoenix 

metropolitan area) and have a total combined capacity rating of 1 megawatt. 

b. Power Marketing -- AF’S’ Power Marketing and Trading division 

(“Power Marketing”) primarily engages in the sale and purchase of electric capacity and energy 

in the wholesale market. Power Marketing sells excess power from APS’ generation facilities 

and also purchases energy from other entities to meet APS’ requirements to supply retail and 

wholesale customers. Power Marketing also engages in hedging transactions in forward markets 

for electricity and file1 and in the purchase and sale of emission allowances as part of APS’ effort 

to manage risks associated with its generation and distribution activities. The ACC Competition 
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Rules and Settlement contemplate that as a competitive asset, APS will also move its Power 

Marketing division to an affiliate. Thus, on or before January 1,2001, Power Marketing will 

become a division o ~ P N W . ~  

c. Transmissiun/l)istribntioiz -- APS. owns and operates approximately 

5,296 miles of transmission lines, of which all but 140 miles are located within the State of  

Arizona. APS’ transmission was built primarily to bring generation from its power plants to its 

retail electric loads in Arizona. Ownership and operation of APS’ transmission facilities is 

subject to regulation by FERC. Transmission rates are prescribed by FERC and the use of and 

access to the transmission system is subject to FERC’s open access requirements set forth in 

FERC Order No. 888, As ofDecember 31, 1999, APS’ distribution system served approximately 

827,000 electric retail customers in its service temtory within the State of Arizona. APS 

provides distribution services in 1 I of Arizona’s 15 counties, including the metropolitan Phoenix 

area. Pursuant to the Settlement approved by the ACC in 1999, which is more fully discussed 

below, retail rates have been set until July 1,2004, subject to conditions or circumstances which 

+ 

constitute an emergency. APS’ transmission and distribution business will remain with APS 

under the Reorganization. 

APS currently leases its interest in combined cycle units 1, 2, and 3. Because the lease does not expire until 

PNW itself will not become an electric utility company when ths occurs. The Commission and Staff 

2 

June 24,2001, APS may not move its interest in those units to PWE until nid-2001. 

have both recognized, on numerous occasions, that marketing activities are not utility activities under the 
Act. See, e.%, UNITIL, Holding Company Act Release No. 26650 (Jan. 21,1997); SEI Holdinns, Inc., 
Holding Company Act Release No. 26581 (Sept. 26,1996); Sunoco Power Marketing, L.L.C., SEC 
No-Action Letter, 1997 SEC No-Act. LEXIS 785 (July 24,1997); Enron Capital & Trade Resources Corp., 
SEC No-Action Letter, 1997 SEC No-Act. LEXIS 287 (Feb. 13,1997); Eastex Power Marketin% Inc., SEC 
No-Action Letter, 1996 SEC No-Act. LEXIS 536 (Apr. 30,1996); LG&E Power Marketing, Inc., SEC 
No-Action Letter, 1996 SEC No-Act. LEXIS 510 (Apr. 26,1996); Coral Power, L.L.C., SEC No-Action 
Letter, 1996 SEC No-Act. LEXIS 314 (Feb. 22,1996); AIG Trading Corp., SEC No-Action Letter, 1995 SEC 
No-Act. LEXIS 195 (Jan. 20,1995); Inter-Coast Power Marketing Co., SEC No-Action Letter, 1994 SEC 
No-Act. LEXIS 886 (Dec. 6,1994); Electric Clearinuhouse, Inc., SEC No-Action Letter, 1994; SEC No-Act. 
LEXIS 452 (Apr. 13,1994); CRSS Power Marketing, Inc., SEC No-Action Letter, 1994 SEC No-Act. LEXIS 

3 

431 (Mar. 31,1994). 
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3. Pinnacle West Energy Corporation: PWE was incorporated in Arizona on 

September 27, 1999 under the laws of the State of Arizona. PWE is a wholly-owned subsidiary 

of PNW. PWE was organized primarily to engage in the business of developing, owning, and 

operating generation plants used for the production and sale of wholesale energy. Currently, 

PWE is engaged in the development of approximately 2,600 megawatts of generating capacity in 

the State of Arizona and operations in other states are contemplated, too; however, PWE is not 

currently an electric utility company or a public-utility company within the meaning of the Act. 

Upon consummation of the Reorganization described herein and the‘ subsequent relocation of 

APS ’ nuclear generating facilities, PWE will own or lease the generation facilities currently 

owned or leased by APS and will assume APS’ responsibilities as operator of the facilities 

described above, with the exception of the Navajo Generating Station, which will continue to be 

operated by another, unaffiliated entity.4 PWE’s principal place of business is 400 North Fifth 

Street, Phoenix, Arizona 85004. 

4. APS Energy Services Company, Inc. (‘(APSES”): APSES is an Arizona 

corporation formed in 1998. APSES is a wholly-owned subsidiary of PNW. APSES was 

organized as a retail power marketer to provide retail energy and related retail energy services to 

customers throughout Arizona, California, and other states that have instituted retail direct 

access. APSES does not own or control electric power generation, transmission, or distribution 

facilities.’ APSES’ principal place of business is 400 East Van Buren Street, Phoenix, Arizona. 

4 In the future, PWE may also acquire or develop other generating assets. To the extent necessary for PNW 
to maintain its intrastate exemption. PWE may establish exempt wholesale generator (“EWG”) subsidiaries to own 
andior operate future assets that may be located out, of state. 

5 APSES IS not an “electric utility company” or a “public-utillty company” as those rems are defined in the 
Act. See, e e.. Enron, SEC No-Action Letter (1997). 
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5. SunCor Development Company (“SunCor”): SunCor was incorporated in 

1965 under the laws of the State of Arizona. SunCor is a wholly-owned subsidiary of PNW. 

SunCor is engaged in commercial and residential real estate development. SunCor is not 

engaged in the generating, transmitting, distributing or selling of electric energy and will not be 

affected by the Reorganization. SunCor’s principal place of business is 3838 North Central, 

Suite 1500, Phoenix, Arizona 85012 

6. El Dorado Investment Company (“El Dorado”): El Dorado was 

incorporated in 1983 under the laws of  the State of Arizona. El Dorado is an investment 

company and wholly-owned subsidiary of PNW. El Dorado is not engaged in the business of 

generating, transmitting, distributing, or selling of electric energy and will not be affected by the 

Reorganization. El Dorado’s principal place of business is 400 East Van Buren Street, Suite 800, 

Phoenix, Arizona 85004 

B. Regulatory Background 

The Reorganization is being undertaken in accordance with the Competition Rules and 

Settlement. Specifically, in Arizona, the ACC has adopted the Competition Rules to expedite the 

transition to retail electric competition. Among other things, the Competition Rules required that 

APS separate its generation assets and competitive business activities from its transmission and 

distribution functions. In 1999, the ACC approved the Settlement between APS and several 

. customer groups and consumer advocates resolving retail electric competition-related issues and 

approving unbundled tariffs6 Under the terms of the Competition Rules and the Settlement, 

retail choice for APS’ retail customers is being phased-in. All of APS’ retail customers will be 

entitled to choose their retail power supplier beginning January 1, 2001 .’ The retail rates of 

customers that continue to take fully bundled service from APS and do not choose an alternative 

6 

7 
The ACC order approving the Settlement is attached as Exhibit D-4. 
- See Exhibit D-4. 
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e supplier will be subject to planned rate reductions that will continue until July, 2004.8 Under the 

Settlement, APS is entitled to apply for a change in the agreed upon rate reductions only in the 

event of an emergency or a material change in its cost of service as a result of specified 

extraordinary events. The Settlement also requires APS to complete separation of its generation 

assets by December 3 1, 2002.9 

C. The Reorganization 

PNW and APS propose to undertake the Reorganization pursuant to the arrangements 

described in the Term Sheet, attached as Exhibit B-1 hereto. 

The principal transactions associated with the Reorganization are described below. As 

previously mentioned, APS and PWE are both currently direct, wholly-owned subsidiaries of 

PNW. A P S  and PWE will be the only two “public-utility company” (as defined in the Act) 

subsidiaries of PNW upon the completion of the Reorganization. It is contemplated that the 

following transactions will occur on or before January 1 , 2001 : First, APS will contribute the 

bulk of its fossil and solar generating facilities, assets and related operational agreements to one 

or more of these newly-formed subsidiaries (hereafter “Transitory Subsidiaries”) which will be 

wholly-owned by APS. This transaction is intended to qualify as a tax-deferred reorganization 

under Internal Revenue Code (“LRC”) Section 368(a)( l)(D). Second, A P S  will distribute or 

cause to be distributed all of the stock of each Transitory Subsidiary to PNW in a transaction 

intended to qualify as a tax-deferred spin-off under IRC Section 355. Third, under state law, the 

Transitory Subsidiaries will then be merged into PWE (with PWE as the surviving entity) in a 

transaction intended to qualify as a tax-deferred statutory merger under R C  Section 

368(a)( 1 )(A). It is contemplated that the three aforementioned transactions will occur 

simultaneously. 

See Exhibit D-4. 
- See Exhibit D-4. 

8 
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When the Reorganization is complete, APS’ existing divisional structure in which its 

electric utility operations are divided along functional lines will be formalized, and separate 

corporate entities will engage in the transmissioddistribution of electricity and the generation of 

electricity. APS will become a “wires” company and continue to own and operate its existing 

electric transmission/distribution system, and PWE will become a “generating” company and will 

own or lease and operate APS’ existing generation assets and sell the output fiom these assets at 

wholesale to Power Marketing. Power Marketing, in turn, is expected then to sell power to A P S  

and other non-affiliated power purchasers. APS will continue to provide transmission and 

distribution services at regulated rates, as well as provide energy to those retail customers in 

APS’ existing service temtory that do not elect to use an alternate retail power supplier. A 

diagram of PNW’s corporate structure, after the Reorganization is complete and the nuclear 

generating facilities have been moved to PWE, is shown on Appendix B to Exhibit D-1 attached 

hereto. I 

Consummation of the Reorganization is subject to certain conditions as stated in the Term 

Sheet attached as Exhibit B-1 . Principally, these conditions include: (a) the approval of the 

Commission under Section 9(a)(2) of the Act; (b) approvals of FERC under Sections 203 and 

205 of the Federal Power Act 16 U.S.C. $$824b and d (1994); and (c) consents and waivers of 

certain third parties with respect to contracts associated with the generation assets. The approval 

of the ACC has already been granted. I o  No PNW shareholder approval is required in 

connection with the Reorganization. Although APS does not believe that shareholder approval is 

required for the Reorganization, the approval of its sole shareholder is expected to be 

Approval from the Nuclear Regulatory Commission (“NRC”) will be obtained in connection with the 
movement of 4PS’ interest in its nuclear generating assets. which will occur by year-end 2002. NO NRC approval, 
however, is necessary in connection with the Reorganization involving APS’ non-nuciear generating facilities. 

IO 

Approval of some plant participants may also be required. 
1 1  



obtained." The approval of APS' Board of Directors i s  expected to be obtained in November 

2000. 

D. 

The principal purpose of the Reorganization and the subsequent relocation of APS' 

Purpose and Anticipated Effects of the Reorganization 

nuclear generating facilities to PWE is to assure compliance with the provisions of the 

Competition Rules and the Settlement and provide PNW with increased financial, managerial, 

and organizational flexibility which will enable APS and PWE to effectively compete in a 

restructured utility industry. After extensive investigation and analysis, PNW has determined 

that the proposed Reorganization offers the best means of positioning the PNW system for future 

changes and opportunities and will enable PNW to take advantage of emerging business 

opportunities and manage risks to the benefit of both shareholders and customers. The 

Reorganization is the first step in a clear functional and corporate separation between PNW's 

competitive generation business, and its distribution and transmission business, enabling each , 

company to focus its resources on more clearly defined product markets and services. The intent 

of the Reorganization and subsequent relocation of APS' nuclear generating facilities is to create 

a financially sound and responsive utility system which can provide utility services effectively 

and efficiently. Additionally, the corporate division along functional lines will provide a better 

stnicture for regulators to assure that there is no cross-subsidization of costs or transfer of 

business risk from the competitive generation business to the fully-regulated 

transmissioddistribution business. Moreover, this type of corporate division of utility 

j ,  ,' 

operations along fiinctional lines is becoming a highly-desirable form of conducting both a 

regulated transmissioddistribution business and a competitive generation business. 

" As il wholly-owned subsidiary of PNW, APS' only shareholder is PNW. 
12 



The Reorganization will have no adverse effect on APS' existing electric utility 

operations. The Reorganization will not cause substantive changes in PNW's ultimate interest in 

existing utility businesses and will not involve the transfer or acquisition of any additional utility 

assets beyond those currently held by APS or those which may be developed or acquired by PWE 

in the future. The managers and employees in PNW's existing utility operations will continue to 

perform their existing functions -- either as employees of APS, the transmissioddistribution 

company, or as employees of PWE, the generating company. Thus, even though day-to-day 

utility operations would not be affected, the benefits discussed above will accrue to PNW and its 

customers and shareholders as a result of the Reorganization and the subsequent relocation of 

M S '  nuclear generating facilities to PWE. 

E. Additional Information 

No associate company or affiliate of PNW or APS, or any affiliate of any associate 

company of PNW or APS, has any direct or indirect material interest in the proposed 

Reorganization except as stated herein. 

ITEM 2 FEES, COMMISSIONS AND EXPENSES 

The fees, commission and expenses to be paid or incurred by PNW and A P S  in 

connection with the Reorganization are estimated as follows: 

* ,, Auditors' Fee ..................................................................................................................... 

Miscellaneous * 
Legal Fees * .......................................................................................................................... 

..................................................................................................................... 
* Total ....................................................................................................................... 

* To be filed by amendment 
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ITEM 3 APPLICABLE STATUTORY PROVISIONS 

Sections 9(a)(2) and 10 of the Act are applicable to the proposed Reorganization. As a 

result of the proposed Reorganization, PNW will have two whoIly-owned, public-utility 

company subsidiaries, APS and PWE. Section 9(a)(2) of the Act requires Commission approval 

before a person may acquire more than 5% of the outstanding voting securities of more than one 

“public-utility company.” The standards for approval of a transaction under Section 9(a)(2) of 

the Act are set forth in Section 10 of the Act. The relevant standards under Section 10 are set 

forth in Section 10(b), 1O(c) and lO(f). 

For the reasons explained below, ‘the Commission should approve the Reorganization 

pursuant to Section 9(a)(2) of the Act because it complies with the applicable standards of 

Section 10. PNW respectfully requests that the Commission issue an order approving the 

0 Reorganization by December 1 , 2000, so that PNW has sufficient time to complete the 

Reorganization on or before January 1,2001 .I2 PNW anticipates moving most of the assets and 

personnel on or before January 1,2001 , 13  in order to facilitate calendar year record keeping, and 

believes that the time between the requested approval date of December 1, 2000, and the 

contemplated Reorganization is necessary to allow the transfer of personnel and to implement 

other aspects of the Reorganization. 

A. Approval of the Reorganization under Section 9(a)(2). 

Section 9(a)(2) makes it unlawful, without approval of the Commission under Section 10, 

“for any person . . . to acquire, directly or indirectly, any security of any public-utility company, if 

such person is an affiliate . . . of such company and of any other public utility or holding 

In the event the Comrmssion does not issue its order by December 1. 2000, PWE intends to file an 
application with FERC for EWG status and limit its activities exclusively to the ownership and operation of eligible 
fac‘ilities and sale of power at wholesale in order to maintain EWG status until the Comnxssion issues an order 
approving the Reorganization. 

I? 



company, or will by virtue of such acquisition become such an affiliate.” By virtue of the 

proposed Reorganization, PNW will own more than 5% of the outstanding voting securities of 

two “public-utility companies” (APS and PWE) thus becoming an affiliate of both of these 

public-utility companies. Under Section 2(a)(5) of the Act, a “public-utili ty company” is an 

“electric utility company” or a “gas utility company.’’ Under Sections 2(a)(3) and 2(a)(4) of the 

Act, an “electric utility company” is defined as “any company which owns or operates facilities 

used for the generation, transmission, or distribution of electric energy for sale . . . .” Upon 

completion of the Reorganization, PWE will own and operate certain of APS’ existing facilities 

for the generation of electric energy for sale, and APS will continue to own and operate its 

existing facilities for the transmission and distribution of electric energy for sale, as well as its 

nuclear generating facilities. Therefore, both PWE and APS will be public-utility companies 

within the meaning of the Act. 

1. Section 10(b) 

Section 10(b) provides that the Commission shall approve an acquisition pursuant to 

Section 9(a)(2) unless the Commission finds that: 

(1) such acquisition will tend towards interlocking relations or the concentration of 
control of public-utility companies, of a kind or to an extent detrimental to the 
public interest or the interest of investors, or consumers; 

in case of the acquisition of securities or utility assets, the consideration, including 
all fees, commissions, and other remuneration, to whoinsoever paid, to be given, 
directly or indirectly, in connection with such acquisition is not reasonable or does 
not bear a fair relation to the sums invested in or the earning capacity of the utility 

(2) 

As noted above. certain generating assets. such as P W G S  and combined cycle units 1. 2. and 3 at West 13 

Phoenix. may be moved to PWE at a later date. 15 



assets to be acquired or the utility assets underlying the securities to be acquired; 
or 

such acquisition will unduly complicate the capital structure of the holding- 
company system of the applicant or will be detrimental to the public interest or the 
interest of investors or consumers or the proper functioning of such holding- 
company system. 

(3) 

PNW respectfully submits that no adverse findings should be made under any of these 

provisions. 

a. “Detrimental InterIocking Relations” or “Concentration of 
Control” -- Section 10(b)(l) 

Consistent with Section 1 O(b)( 1) of the Act, PNW submits that the Reorganization will 

not tend towards interlocking reiations or the concentration of control of public-utility 

companies, of a kind or to an extent detrimental to the public interest or the interest of investors 

or customers. The Reorganization involves the first step in the ultimate segregation of APS’ 

existing utility assets and operations along functional lines into a generation company (PWE) and 

a transmission and distribution company (APS). 

While there may be certain common directors and omcers oPPNW and the public-utility 

subsidiaries, these relations normally exist in public-utility holding company systems among 

affiliated and associated companies and should not be considered detrimental to the public 

interest or the interest of investors or consumers. See Central Maine Power Company, et ai., 

Holding Co. Act Release No. 26903 (Aug. 7, 1998); CIPSCO. Inc., Holding Co. Act Release No. 

25152,47 SEC Docket 174 (Sept. 15, 1990). 

Similarly, the Reorganization should not, within the meaning of Section 10(b)(l), be 

deemed to tend towards any ‘‘concentration of control of public-utility companies” that might be 

detrimental to the public interest, consumers or investors. The Reorganization will not involve 



the acquisition or control of any utility assets or operations which are not already owned or 

controlled by PNW or its existing public-utility subsidiary, APS, or being developed by PWE, 

and "will therefore have no effect on the concentration of control of public-utility companies." 

Central Maine Power Comuany, et al., Holding Co. Act Release No. 26903 (Aug. 7, 1998); 

accord BEC Enerw. et al., Holding Co. Act Release No. 26874 (May 15, 1998); Enerw East 

Corn., Holding Co. Act Release No. 26834 (March 4, 1998); Wisconsin Enerw Corn., Holding 

Co. Act Release No. 24267 (Dec. 18, 1996). 

b. Fairness of Consideration and Fees -- Section 1O(b)(2) 

Section 10(b)(2) of the Act requires the Commission to determine whether the 

consideration paid in connection with a proposed acquisition of securities is reasonable and bears 

a fair relation to the investment in and earning capacity of the utility assets underlying the 

securities being acquired. 

The generating assets will be recorded on the books of PWE at net book value. In 
1 

addition, PWE will assume certain outstanding debt associated with the generating assets being 

moved. The valuation of PNW's investment in the securities of PWE and APS will be adjusted 

accordingly to reflect the movement of these assets and the associated debt to PWE. l 4  

Specifically, PWE will assume APS' rights and obligations with respect to approximately $180 million 111 

pollution control bonds issued by Navajo County, Arizona, Pollution Control Corporation and Coconino County, 
Arizona, Pollutioii Control Corporation. These two series of bonds were issued by the respective pollution control 
corporations under two separate Indentures of Trust dated as of August 1, 1993 between the issuer and an 
independent trustee. In each case, the issuer loaned the proceeds of the bonds to APS under a Loan Agreement dated 
as of August 1, 1993, and APS is responsible to repay the loan by making payments on the bonds when due. APS' 
obligations are secured by First Mortgage Bonds issued by APS and delivered to the Trustee for the pollution control 
bonds. At the time generating assets are moved to PWE, APS will assign its nghts and obligations under the Loan 
Agreements to PWE, and PWE will assume such obligations- APS will remain primanly liable for such obli, oations 
and the First Mortgage Bonds will remain outstanding. 

PWE will also assume APS' obligations under another approximately $60 million of pollution control bond 
debt. releasing APS from such obligations. No bondholder consent is required in connection with PWE's 
assumption of this debt. However, APS must give advance notice to the bondholders and any bondholder who does 
not wish to continue to hold the bonds may tender its bonds for purchase. In addition, if the issuance of a new lettzr 
of credit in substrtution for the existing letter of creait supporting the bonds causes the ratings on the bonds to be 
lower than the existing rating, the bonds wili be subject to a mandatory tendet 011 the substihition date, aiid all the 
bonds will be subject to mandatory repurchase and remarketing on that date. 

I 4  
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Since the Reorganization involves an entirely intra-company movement of existing assets 

from one wholly-owned subsidiary to another and not the acquisition of new assets or securities, 

PNW believes that the valuation established for purposes of this asset transition is reasonable and 

bears a fair relationship to the sums invested in the assets. PNW, as the sole owner of both APS 

and PWE, can expect to earn a fair return on its investment in APS and its investment in PWE. 

An estimate of the fees and expenses to be paid in connection with the Reorganization is 

stated in Item 2 above. S U C ~  fees and expenses will be reasonable and customary for a 

transaction of this kind and will not be material when measured against PNW’s consolidated 

book value or the earning capacity of its assets. See, e.g, Eiierry East COIR., Holding Co. Act 

Release No. 27128 (Feb. 2, 2000). 

.: 
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c. Complication of Capital Structure -- Section 10(b)(3) 

Section 10(b)(3) of the Act requires the Commission to determine whether the transaction 

will unduly complicate the capital structure of the PNW system, be detrimental to the public 

interest, the interest of the investors or consumers, or the proper functioning of the holding- 

company system. No such effect will result from the Reorganization. 

The Reorganization will not involve the creation of any ownership interests other than 

those necessary to maintain the basic corporate relationships of the reorganized holding-company 

system. Pursuant to the Reorganization, PNW will continue to be the only issuer of publicly 

owned equity securities in the system. PNW will continue to own all of the outstanding common 

stock of PWE, A P S ,  and PNW’s existing non-utility subsidiaries; there will be no minority 

equity interest in any of PNW’s public-utility subsidiaries. As noted above, certain pollution 

control bonds issued by APS will be assumed by PWE, but this will in no way complicate the 

capital structure of PNW, APS, or PWE. This type of capital structure is typical of a 

contemporary holding company system and is within the traditional standards of the Act. 

Moreover, the Reorganization is a significant step toward the ultimate goal of creating 

separate entities to perform PNW’s transmissioddistribution business and its generation business 

in compliance with the ACC’s Competition Rules and the Settlement. Consequently, because the 

Reorganization does not complicate the capital structure of PNW, APS, or PWE, the standards of 

Section 1 O(b)(3) of the Act are satisfied. 

2. Section 1O(c) 

The relevant provisions of Section 1O(c) of the Act state that the Commission shall not 

approve: 

(1 )  an acquisition of securities or utility assets, or of any other interest, which is 
unlawful under the provisions of Section 8 or is detrimental to the carrying out of 
the provisions of Section 11; or 
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(2) the acquisition of securities or utility assets of a public-utility or holding company 
unless the Commission finds that such acquisition will serve the public interest by 
tending towards the economical and the efficient development of an integrated 
public-utility system . . . . 

APS and PNW respectfully submit that no adverse determination should be made under either of 

these provisions. 

a. Significant Benefits - Section lO(c)(l) 

Section 1 O(c)( 1) prohibits an acquisition of securities which is “unlawful under the 

provisions of Section 8” or “detrimental to the carrying out of the provisions of Section 11 .’, By 

their express terms, Sections 8 and 11 apply only to registered holding companies and do not 

apply to exempt holding companies. After the Reorganization, PNW will continue to be exempt 

from all provisions of the Act, except Section 9(a)(2), pursuant to Section 3(a)( 1) of the Act since 

PNW and its utility subsidiaries, A P S  and PWE, will each be predominantly intrastate in 

character, carry on their businesses substantially in Arizona, and be organized in Arizona. 

Accordingly, Section 8 of the Act is inapplicable to the Reorganization. 

For the purposes of the Commission’s review of the proposed reorganization of a holding 

company, the relevant provision of Section 11 is Section 1 l(b)(2), which requires the 

Commission to find that “the corporate structure . . . of any company in the holding-company 

system does not unduly or unnecessarily complicate the structure . . . of such holding-company 

system.” In that connection, the Commission has construed this requirement, “to mean that the 

structural change must result in significant benefits to the holding-company system.” CIPSCO 

- Inc., Holding Co. Act Release No. 25152,47 SEC Docket at 178 (Sept. 18, 1990); accord Central 

Maine Power Company, et al., Holding Co. Act Release No. 26903 (Aug. 7, 1998); BEC Energy, 

etal., Holding Co. Act Release No. 26874 (May 15, 1998); Energy East Cow., Holding Co. Act 
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As discussed above in Section D of Item I ,  the corporate structure resulting from the 

Reorganization will yield significant benefits. Most importantly, the Reorganization and 

subsequent move of APS’ nuclear generating facilities to PWE will enable APS to implement the 

requirements of ACC Competition Rules and Settlement. In addition, segregation of the separate 



utility hnctions into separate corporations dedicated solely to those functions will: (1)  enable 

the executives, officers, and managers of APS and PWE to concentrate on the delivery of cost 

efficient and effective utility seivices responsive to the needs of customers; (2) allow PNW’s 

subsidiaries and affiliates to be more competitive in their businesses; (3) segregate the financial 

and legal risks associated with those businesses; (4) ensure that there is no cross-subsidization of 

costs or business risk; and (5) aid the investment community in analyzing and valuing individual 

lines of business. In cases involving corporate reorganizations or the formation of holding 

companies, the Commission has held that the existence of these kinds of potential benefits 

satisfies the statutory standard of Section lO(c)(l). See, e.g, Central Maine Power Company, 

Holding Co. Act Release No. 26903 (Aug. 7, 1998); Atlanta Gas Light Company, Holding Co. 

Act Release No. 26482,61 SEC Docket 1057 (March 5, 1996); SIGCORP. Inc., Holding Co. Act 

Release No. 2643 1, 60 SEC Docket 90 (Dec. 14, 1995); PP&L Resources, Inc., Holding Co. Act 

Release No. 26248,58 SEC Docket 2634 (March 10, 1995); CIPSCO Inc., Holding Co. Act 

Release No. 25152,47 SEC Docket 174 (Sept. 18, 1990); Wisconsin Energy Corp., Holding Co. 

Act Release No. 24267 (Dec. 18, 1996). 

b. Economics and Efficiencies of an Integrated System - 
Section 10(c)(2) 

Under Section 1 O(c)(2), the Commission must find that the Reorganization tends towards 

the economical and efficient development of an integrated public utility system. PNW 

respectfully submits that this standard is met in this case. 



(i) Economics and Efficiencies 

A number of economies and efficiencies will result &om the PNW structure. Some of 

these benefits are described in Section D of Item 1 and Section A.2.a of Item 3, above. Overall, 

the Reorganization will permit a more efficient way to take advantage of competitive 

opporhnities in the electric utility industry. Separating the competitive generation business from 

the regulated transmissioddistribution operations will increase the ability of the system to take 

advantage of market opportunities and enable each entity to focus its resources on more clearly 

defined product markets and services. 

(ii) Integrated Public Utility System 

The electric utility system of PNW is presently “integrated” within the meaning of 

Section 2(a)(29) of the Act and will remain so after the Reorganization. 

The standards that must be met for an electric utility system to be integrated within the 

meaning of Section 2(a)(29) of the Act are: 

(1) the utility assets are to be physically interconnected or capable of physical 
interconnection and under normal conditions may be economically operated as a 
single interconnected and coordinated system; 

(2) the operations of the system are confined to a single area or region, that is not so 
large as to impair the advantages of localized management, efficient operation, 
and the effectiveness of regulation. 

The Reorganization will not affect the physical interconnections associated with PNW’s existing 

utility system. All of APS’ existing interconnections will remain intact after the Reorganization. 

The Reorganization will maintain a continuous, geographically compact system with the same 

physical interconnections as exist today. Similarly, the area of operations of the system will not 

be affected by the Reorganization and will continue to be primarily confined to a single area 

(s, APS’ existing service territory in Arizona) that is not so large as to impair the advantages of 

t 
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continuing localized management, efficient operation, and effective regulation. See CP&L 

Energy, hc., Holding Co. Act Release No. 27188 (June 15,2000); Central Maine Power 

Com~any, et al., Holding Co. Act Release No. 26903 (Aug. 7, 1998). 

3. Section lO(f) 

Section 1O(f) provides that ‘‘[tjhe Commission shall not approve any acquisition. . . 

under this Section unless it appears to the satisfaction of the Commission that such State laws as 

may apply in respect of such acquisition have been complied with, except where the Commission 

finds that compliance with such State laws would be detrimental to the carrying out of the 

provisions of Section 11 . . . .” 
The Reorganization is conditioned on full compliance with the laws of the Arizona. APS 

is currently and will remain subject to the jurisdiction of the ACC with respect to the provision of 

retail electric service. APS and PNW have received the necessary approval from the ACC to 

proceed with the Reorganization. Copies of this ACC approval is filed as Exhibit D-5 hereto. , 

For the reasons stated above, the proposed Reorganization meets the standards set forth in 

Sections 9(a)(2) and 10. The Reorganization involves the first step in the segregation of APS’ 

existing utility assets and operations along fLinctiona1 lines into a wires company and a generation 

company. The Reorganization will not unduly complicate the capital structure of the PNW 

system; nor will the Reorganization be detrimental to the public interest, the interests of investors 

or consumers, or the proper functioning of this system. Also, the Reorganization will yield 

significant benefits by allowing PNW’s public-utility subsidiaries to more effectively compete in 

the electric utility industry. Therefore, the Commission should by order approve the 

Reorganization. 

re3 
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B. PNW Will Continue to Claim a Section 3(a)(l) Exemption After the 
Reorganization. 

Section 3(a)(l) of the Act makes an exemption from all of the provisions oftlie Act, 

except for Section 9(a)(2), available to a holding company, if “such holding company, and every 

subsidiary company thereof which is a public-utility company from which such holding company 

derives, directly or indirectly, any material part of its income, are predominately intrastate in 

character and carry on their business substantially in a single State in which such holding 

company and every such subsidiary company thereof are organized.” After the Reorganization is 

complete, PNW and its two public-utility subsidiaries -- APS and PWE -- will be predominantly 

intrastate in character and will carry on their business substantially in Arizona, the state in which 

they are all organized.” In this regard, PNW will continue to claim an exemption pursuant to 

Section 3(a)(l) of the Act and Rule 2 of the Commission’s regulations, by filing annual 

exemption statements on Form U-3A-2 following the Reorganization. 

ITEM 4 REGULATORY APPROVAL 

The Reorganization will require the approval of the ACC and FERC. APS has received 

an order approving the Reorganization from the ACC, a copy of which is attached hereto as 

Exhibit D-5. APS has also filed an application for approval of the proposed Reorganization with 

the FERC, a copy of which is attached as Exhibit D-1 . A copy of the final FERC order pursuant 

thereto will be fled as Exhibit D-2 by amendment hereto. Other than such enumerated approvals 

and the approval of the Commission hereunder, no other approvals of utility regulatory 

authorities are required for the Reorganization and the movement of the non-nuclear generating 

assets to PWE. 

While APS’ existing power marketing division will be moved to PNW. and will continue to perform i t s  power 15 

marketing activities on a nationwide basis, PNW’s utility operations w i l l  still be predominately intrastate in character and 
conducted primarily in Arizona. As noted above, the Commission Staff has indicated in a series of no-action 
letters that powe; marketers are not considered “electric utility companies” under Section 2(a)(3) of the Act 
and, therefore, are not ”public-utility companies” under Section 2(a)(5) of the Act. See, e g., Sunoco Power 
Marketing, L.L.C., SEC No-Action Letter, 1997 SEC No-Act. LEXIS 785 (July 24,1997); Enron Capital & Trade 
Resources Corp., SEC No-Action Letter, 1997 SEC No-Act. LEXIS 287 (Feb. 13,1997). 
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ITEM 5 PROCEDURE 

PNW respectfully requests that there be no 30-day waiting period between the issuance of 

the Commission’s order and the date on which it is to become effective. PNW also requests that 

there be no hearing on this application and that the Commission issue its order as soon as 

practicable after the filing hereof. PNW respectfully requests that the Commission issue and 

publish the requisite notice under Rule 23 with respect to the filing of this application not later 

than October 12,2000, such notice to specify a date not later than November 13,2000, by which 

comments may be entered and a date not later than December 1,2000, as the date after which an 

order of the Commission granting and permitting this application to become effective may be 

entered by the Commission. A form of Notice is filed herewith as Exhibit H-1 . 

Without prejudice to its right to modify the same if a hearing should be ordered on this 

application, PNW hereby makes the following specifications required by paragraph (b) of Item 5 

of Form U-1: 
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(1) There should not be a recommended decision by a hearing officer or any other 
responsible officer of the Commission. 

There should not be a 30-day waiting period between issuance of the 
Commission’s order and the date on which the order is to become effective. 

(2) 

(3) PNW consents to the Division of Investment Management assisting in the 

preparation of the Commission’s decision or order in this matter, unless such 

Division opposes this application. 

ITEM 6 EXHIBITS AND FINANCIAL STATEMENTS 
’-i 

It is requested that the Commission send copies of all communications to PNW as 

follows: 

Herbert 1. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 

a 



Exhibit No. 

A- 1 

A-2 

A-3 

B- 1 

D- 1 

9-2 

3-3 

- 
Description of Document 

Restated Articles of Incorporation of PNW. 

Restated Articles of Incorporation of APS. 

4rticles of Incorporation of PWE. 

Form of Term Sheet 

4pplication of APS, PNW and PWE to FERC 

:or Authorization to Transfer Jurisdictional 

'acilities. 

3rder of FERC. 

Zetail Electric Competition Rules 

Method of Filing 

Incorporated by reference; File 

NO. 1-5962, PNW Form 10-K 

for the year ended December 3 1, 

1999. 

Incorporated by reference; File 

NO. 1-4473, APS FOITI 8-K 

(Sept. 23, 1993) 

Filed herewith. 

Filed herewith. 

Filed herewith. 

To be filed by amendment. 

Incorporated by reference; file 
No. 1-4473, filed as Exhibit 
10.2 to APS' Sept:30, 1999 
Form 10-Q Report. 



)-4 

1-5 

I-G 

7-2 

3- 1 

H- 1 

Comprehensive Settlement Agreement Related 

to the Implementation of Retail Electric 

Competition, filed with the Arizona Corporation 

Commission. 

ACC Approval of the Settlement Agreement. 

Amended Settlement Agreement 

Map showing location of the generating facilities 

Df APS that are being moved to PWE along with 

their related transmission facilities. 

Signed initial opinion of counsel. 

Past-tense opinion of counsel. 

PNW, Form U-3A-2, "Statement by Holding 

Company Claiming Exemption under Rule U-2 

from the Provisions of the Public Utility Holding 

Company Act of 1935." 

Form of Notice 

Incorporated by reference; File 

No. 1-4473, filed as Exhibit 

10.1 to APS' May 14, 1999 

Form 8-K Report. 

Incorporated by reference; File 

No. 1-4473, filed as Exhibit 

10.1 to APS' Sept. 1999 IO-Q 

Report. 

Filed herewith. 

Filed herewith. 

To be filed by amendment. 

To be filed by amendment. 

Incorporated by reference; File 

No. 69-306, dated Feb. 29, 

2000. 

Filed herewith. 
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B. Financial Statements 

Statement 

.NO. 

FS-1 

FS-2 

Description of Document 

Historical consolidated financial statements of 

PNW 

Historical consolidated financial statements of 

APS 

Method of Filing 

Incorporated by reference to 

Annual Reports on Form 10-K 

for the years ended 1999, 1998 

and 1997 

Incorporated by reference to 

Annual Reports on Form 10-K 

for the years ended 1999,1998 

and 1997 

Although separate financial statements for PWE have not been included, PWE’s financial 

information is included in the consolidated financial statements of PNW. 

ITEM 7 INFORMATION AS TO ENVIRONMENTAL EFFECTS 

1 

None of the matters that are the subject of this application and declaration involves a 

‘‘major federal action” nor do any of them “significantly affect the quality of the human 

environment” as those terms are used in Section 102(2)(C) of the National Environmental Policy 

Act. The transaction that is the subject of this application will not result in changes in the 

operation of the company that will have an impact on the environment. Neither APS nor PNW 

are aware of any federal agency that has prepared or is preparing an environmental impact 

statement with respect to the transactions that are the subject of this application. 
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SIGNATURE 

Pursuant to the requirements of the Public Utility Holding Company Act of 1935, the 

undersigned company has duly caused this Application to be signed on its behalf by the 

undersigned thereunto duly authorized. 

Date: September lz , 2000 

Phoenix, Arizona 

PINNACLE WEST CAPITAL CORPORATION 



e 
The transfer will not impair or dirninish the Commission’s jurisdiction in any 

respect. The restructuring plan of A P S  will not materially affect the ability of the 

Commission or state regulators to assert their regulatory jurisdiction over PWCC and its 

subsidiaries APS and PWE. After the transfer of assets, the Commission will continue to 

have jurisdiction over all of the existing wholesale transactions of APS that are being 

assigned to PWCC and PWE, and PWCC and PWE will be subject to federal regulation 

with respect to all of their wholesale power transactions. APS will continue to be subject 

to FERC oversight pertaining to transmission and wholesale power contracts. APS will 

also continue to be subject to state regulation pertaining to distribution rates and retail 

d e s  to standard offer customers under bundled rates. PWE will be under state 

regulation where the generation plants are located regarding applicable permitting and 

siting requirements. Finally, PWCC will continue to be an exempt holding company 

under PUHCA; therefore, the transfer will not result in any transfer of jurisdiction from 

the Commission to the SEC. 

0 

D. Public Interest Conclusion 

Given that the proposed restructuring plan will have no adverse effect on 

competition, rates, or regulation, the Commission should find the plan consistent with the 

public interest. 

V. 

*.. 

FILING REQUIREMENTS UNDER PART 33 

In accordance with the regulations, 18 C.F.R. 0 33.2, Applicant states as follows: 

A. Exact name and address of the principal business office of 
Applicants are: 

Arizona Public Service Company 
400 North Fifth Street 
Phoenix, AZ 85004 

Pinnacle West Capital Corporation 
400 North Fifth Street 
Phoenix, AZ 85004 
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Pinnacle West Energy Corporation 
400 North Fifth Street 
Phoenix, AZ 85004 

Names and addresses of the persons authorized on behalf of 
Applicants to receive notices and communications in respect to this 

B. 

Application are as follows: 

James M. Levine 
Executive Vice President Generation 
Arizona Public Service Company 
400 North 5th Street 
Mail Station 9046 
Phoenix, Arizona 85004 
Phone: (602) 250-2095 

Joel R. Spitzkoff 
Manager of Federal Regulation 
Arizona Public Service Company 
400 North 5th Street 
Mail Station 9905 
Phoenix, Arizona 85004 
Phone: (602) 250-2949 

Barbara M. Champion 
Senior Attorney 
Pinnacle West Capital Corporation 
400 North 5th Street 
Mail Station 8695 
Phoenix, Arizona 85004 
Phone: (602) 250-3547 

John D. McGrane 
Mary AM K. Huntington 
Kristina Beard 
Morgan, Lewis & Bockius, LLP 
1800 M Street, N.W 
Washington, D.C. 20036 
Phone: (202) 467-7000 

C. Designation of the Territories served by Applicants, by counties 
and states: 

APS is an investor-owned utility engaged in the business of generation, 
transmission, distribution and sale of electricity in all or part of eleven of 
Arizona’s fifteen counties. APS serves numerous wholesale customers 
with power, and provides various transmission services to wholesale 
marketers, other utilities, municipalities, Federal power marketing 
agencies, electric cooperatives, electric districts and irrigation districts 
within the State of Arizona. Neither PWE nor PWCC has any service 
territories. 

General statement briefly describing the facilities owned or operated 

of electric energy at wholesale in interstate commerce: 

I3. 
fc;r Crrar;sixission d electric energy in inters?.& EGm?ie:c€! cr the s d e  

APS owns and operates generation resources and 4,283 miles of 
transmission facilities in Arizona and 140 miles of transmission facilities 
in New Mexico, and distribution facilities throughout much of Arizona. 
PWE will not possess transmission facilities other than the transmission 
facilities associated with generation plants that APS proposes to transfer to 
PWE. PWCC will not have any transmission facilities. Both PWCC and 
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PWE will have contracts and agreements with other parties that will be 
jurisdictional. 

E. This Application seeks authorization of the Commission to transfer: 

As described in Section ILI of this Application, A P S  seeks to transfer 
certain FERC-jurisdictional facilities and operating agreements to PWE, a 
newly formed affiliate of its parent company, Pinnacle West Capital 
Corporation. The transfer of assets will be at their book value at the time 
of transfer. Their current value at the time of filing is $24,514,216 
Additionally, A P S  seeks to transfer to PWCC certain wholesale contracts, 
A P S s  Electric Coordination Tariff with all related service agreements, and 
certain service agreements under its market based tariff. 

F. A statement of facilities to be disposed of, consolidated, or merged, 
giving a description of their present use and of their proposed use 
after disposition, consolidation or merger. State whether the 
proposed disposition of facilities or plan for consolidation or merger 
includes all the operating facilities of the parties of the transaction: 

Attachment A contains a list of the jurisdictional transmission facilities 
that APS is transfemng to PWE under this Application. The jurisdictional 
transmission facilities being transferred are step-up transformers and 
associated facilities located at or adjacent to the generation plants that 
APS is also transferring to PWE. As described in Section III of this 
Application, the transferred facilities will be utilized in the same manner 
as before the transfer. A P S  will continue to operate as a "wires" company 
with transmission and distribution assets. 

Attachment B is a list of the contracts and service agreements that A P S  
intends to transfer to PWE and PWCC. APS also seeks permission to 
transfer additional service agreements to PWCC that it may enter into 
between the time of this filing and when the actual transfer of contracts is 
approved. 

A statement (in the form prescribed by the Commission's Uniform 
System of Accounts for Public Utilities and Licensees) of the cost of 
the €aciiities involved in the sale, iease, or other disposition or merger 
or consolidation. If original cost is not known, an estimate of original 
cost based, insofar as possible, upon records or data of the Applicant 
or its predecessors must be furnished, together with a full explanation 
of the manner in which such estimate has been made, and a 
description and statement of the present custody of all existing 
pertinent data and records: 

See Attachment C. The Applicants intend to account for the transfer in 
accordance with Electric Plant Instruction No. 5 and Account 102 of the 
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H. 

I. 

J. 

K. 

Commission's Uniform System of Accounts. Applicants will file the 
proposed accounting when they notify the Commission that the transfer is 
consummated. 

A statement as to the effect of the proposed transaction upon any 
contract for the purchase, sale or interchange of electric energy: 

The transfer of facilities will not have any effect upon the ability of APS, 
PWCC, or PWE to meet their contractual obligations. The transfer of 
transmission facilities is ancillary to the generating units being transferred 
and will not have any material effect on the existing transmission contracts 
of APS. See Section IV. B. on the discussion of how the APS 
restructuring plan will effect rates. 

A statement as to whether any Application with respect to the 
transaction or any part thereof is required to be filed with any other 
Federal or state regulatory body: 

The following other regulatory approvals have been or will be obtained to 
facilitate the transfer of assets: 

0 The approval of the settlement agreement on October 6, 1999 by 
the ACC authorized A P S  to transfer its generating assets to a 
separate affiliate to foster open retail access (see Attachment D). 
APS intends to inform the ACC at least thirty days before the 
actual transfer of the assets. 

t 

0 Approval of the transfer of APS's interest in the Palo Verde 
Nuclear Generating Facility by the Nuclear Regulatory 
Commission pursuant to the Atomic Energy Act. 

e Further approvals, if necessary, from the Securities and Exchange 
Commission and the Federal Communications Commission to 
complete the APS restructuring plan. 

The facts relied upon by Applicant to show that the proposed 
disposition, merger, or consolidation of facilities or acquisition of 
securities will be consistent with the public interest: 

See Section TV of the Application. 

A brief statement of franchises held, showing date of expiration if not 
perpetual: 

See Attachment E, List of County and Municipal Franchises, 



L. A form of notice suitable for publication in the FEDERAL 
REGISTER, as well as a copy of the same notice in electronic format: 

See Attachment F. An electronic version of the notice is included in the 
filing on a 3 1/2 " diskette, in Wordperfect. 

VI. REQUIRED EXHIBITS UNDER PART 33 

Exhibits A, C, D, E, and F 

Applicants request a waiver of the requirements to include Exhibits A, C, D, E, 
and F. Such a waiver is consistent with the Commission's Notice ofProposed 
Rulemaking: Revised Filing Requirements Under Part 33 of the Commission's 
Regulations, IV FERC Stab. & Regs. '1[ 32,528, at 33,364 (1998), in which the 
Commission proposed to streamline the filng of the financial and accounting 
information currently required in Exhibits A, C, D, E, and F. Good cause exists to 
waive these filing requirements because the infomation required by these exhibits 
is not necessary for the Commission to render a decision on this Application. The 
Commission has recently approved other Applications for corporate realignments 
similar to this filing without detailed financial information. See, e. g., Public 
Service Electric & Gas Co., 88 FERC 9[ 61,299 (1999). In accordance with the 
regulations, 18 C.F.R. 5 33.3, Applicants attach the following exhibits to this 
Application: 

Exhibit B: 

The proposed transactions will not create new corporate relationships with third 
parties. All relevant entities are wholly owned subsidiaries of PWCC, which 
remains the parent company. A statement describing the measure of control or 
ownership is attached as Exhibit B. 

Exhibit G: 

In the event Applicants fde their Application with the Nuclear Regulatory 
Commission ("NRC") for approval to transfer APS's interest in the Palo Verde 
Nuclear Generating Facility to PWE prior to such time as the Commission has 
approved the instant Section 203 application, Applicants will submit a copy of the 
NRC Application to the Commission. Ohewise, Applicaats i e p s t  ii ~ d v e r  
from the requirement to file Exhibit G. 

Exhibit H: 

Statement of Measure of Control 

Application Filed with Federal and State Regulators 

Copy of All Contracts between APS and PWE Regarding the 
Proposed Transfer of Assets 

As this Application is for an affiliate transfer, A P S  has not entered into any 
contracts to sell, lease, or otherwise dispose of the jurisdictional facilities that are 
the subject of this Application. 
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Exhibit I: Map 

A map showing the location of the generation facilities of APS that are being 
transferred to PWE along with their related transmission facilities is attached as 
Exhibit I. 

VII. PROCEDURAL MATTERS 

A. Request for Approval Without Hearing 

Applicants respectfully request that the Commission approve the disposition of 

jurisdictional facilities associated with the restructuring that is occurring in Arizona on an 

expedited basis and without hearing based on the facts and supporting documents 

provided in this Application. The Application should support a finding that the transfer 

of assets is in the public interest and will promote competition. 



B. Waiver 

To the extent necessary, Applicants request a waiver of the requirement to file a 

market analysis in accordance with Appendix A of the Merger Policy Statement and any 

other waiver the Commission deems necessary to approve this Application under Section 

203. Given that this filing is required to accommodate restructuring in Arizona, and that 

there are no rate impacts on existing customers, the Applicants believe good cause is 

shown for such a waiver. 

C. Service and Communication 

AppIicants have served a copy of this Application on the ACC and the New 

Mexico Public Regulation Commission. Applicants have also served a copy of the 

transmittal letter accompanying this filing on all customers under APS wholesale 

contracts and service agreements that are being transferred to either PWCC or PWE. 

Applicants will provide any of the above customers with a complete copy of this filing 

upon request. 

Communications regarding this Application should be addressed to the following 

persons, who are also designated for service in this proceeding: 

James M. Levine 
Executive Vice President Generation 
Arizona Public Service Company 
400 North 5th Street 
Mail Station 9046 
Phoenix, Arizona 85004 
Phone: (602) 250-2095 

Barbara M. Champion 
Senior Attorney 
Pinnacle West Capital Corporation 
400 North 5th Street 
Mail Station 8695 
Phoenix, Arizona 85004 
Phone: (602) 250-3547 

Joel R. Spitzkoff 
Manager of Federal Regulation 
Arizona Public Service Company 
400 North 5th Street 
Mail Station 9905 
Phoenix, Arizona 85004 
Phone: (602)'250-2949 

John D. McGrane 
Mary Ann K. Huntington 
Kristina Beard 
Morgan, Lewis & Bockius, LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 
Phone: (202) 467-7000 



VIII. CONCLUSION 

For the foregoing reasons, Applicants respectfilly request the Commission (1) to 

authorize the transfer of FERC-jurisdictional facilities required to implement APS'S 

restructuring plan as described in this Application, (2) to approve the Application without 

hearing, and (3) to grant waiver of any filing requirements or other regulations as the 

Commission may find appropriate to allow approval of the transfer of assets from APS to 

PWE, directly or indirectly, and the transfer of jurisdictional rates schedules from APS to 

PWCC and PWE. 

Respectfblly submitted, 

- 
John D. McGrane w 

Dated July 28,2000 

Mary Ann K. Huntington 
Kristina Beard 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 
Phone: (202) 467-7000 

Barbara M. Champion, Senior Attorney 
Pinnacle West Capital Corporation 
P.O. Box 53999 
Mail Station 8695 
Phoenix, Arizona 85072-3999 
Phone: (602) 250-3547 

t 

Attorneys for 
A+zona?ub?.ic S e w h  Coqxwy 
Pinnacle West Capital Corporation 
Pinnacle West Energy Corporation 



SERVICE LIST Page 1 of 3 

MR. W.A. DUNN, CHAIRMAN 
ELECTRICAL DISTRICT NO. 3 
ELECTRICAL DISTRICT NO. 1 

DEBORAH SCOTT 
ARIZONA CORPORATION COMMISSION 
1200 WEST WASHINGTON STREET 
PHOENIX, AZ 85007 

KENNETH R. SALINE, P.E. 
K.R. SALINE & ASSOCIATES 
160 N. PASADENA, SUITE # 101 
MESA, AZ 85201-6764 41630 W. LOUIS JOHNSON DR. 

MARICOPA, AZ 85239 

SHERYL A. SWEENEY, ESQ. 
RYLEY, CARLOCK & APPLEWHITE 
101 NORTH FIRST AVENUE, SUITE 2600 
PHOENIX, AZ 85003-ism 

ELIZABETH STORY, ADMINISTRATOR 
TONOPAH IRRIGATION DISTRICT 
P.O. BOX 159 
TONOPAH. AZ 85354 

AJO IMPROVEMENT COMPANY 
P.O. DRAWER 9. 
AJO,AZ 85321 

AMERICAN ELECTRIC POWER 
1 RIVERSIDE PLAZA 
COLUMBUS, OH 4321 5-2373 

WILLIAM 0. BAKER, ESQ. 
ELLIS & BAKER 
21 11 EAST HIGHLAND, SUITE 355 
PHOENIX, AZ 85016 

HENRY A. BRUBAKER, PRESIDENT 
AGUILA IRRIGATION DISTRICT 
P.O. BOX 263 
AGUILA, AZ 85320 

JACKIE A. MECK. MANAGER 
BUCKEYE WATER CONSERVATION B 

DRAINAGE DISTRICT 
P.O. BOX 1726 
BUCKEYE. Ai! 85326-0160 

AMERICAN HUNTER ENERGY, INC. 
1100 LOUISIANA, SUITE 5025 
HOUSTON, TX 77002 

JAY 1. MOYES. ESQ. 
MOYES STOREY 
3003 NORTH CENTRAL AVENUE, SUITE 1250 
PHOENIX, AZ 85001-2199 

H.C. DOUGLAS, PRESIDENT 
ELECTRICAL DISTRICT NO. 6 

ARIZONA ELECTRIC POWER COOP. 
P.O. BOX 670 

CAJUN ELECTRIC POWER COOP. 
112 TELLY STREET 
NEW ROADS, LA 70760 P.O. BOX 167 

QUEEN CREEK, AZ a5242 
BENSON. AZ 85602 

t 

BRITISH COLUMBIA POWER EXCHANGE 
666 BURRARD STREET, SUITE 1440 
VANCOUVER, B.C. V6C 2x8 
CANADA 

CALIFORNIA POWER EXCHANGE 
1000 SOUTH FREEMONT AVE 

ALHAMBRA, CA 91803 
BLDG A9W - 5" FLOOR 

R.D. JUSTICE, MANAGER 
ELECTRICAL DISTRICT NO. 7 
14629 W. PEORIA AVE 
WADDELL. AZ 85355 

CALIFORNIA INDEPENDENT SYSTEM 
OPERATOR 
151 BLUE RAVEEN ROAD 
FOLSOM, CA 95630 

JAMES D. DOWNING, P.E. 
ELECTRICAL DISTRICT NO. 8 
MCMULLEN VALLEY WATER CONSERVATION 

8 DRAINAGE DISTRICT 
P.O. BOX 99 
SALOME, AZ 85348 

CENTPAL LOUISIANA ELECTRIC COMPANY 
P.O. BOX 5000 
PINEVILLE, LA 71361-5000 

RESAL CRAVEN 
CITIZENS UTILITIES COMPANY 
2901 NORTH CE!!TPAL AVENUE. SUITE 1660 
PHOENIX, AZ a5012 

STEPHEN P. PAVICH, PRESIDENT 
HARQUAHALA VALLEY POWER DISTRICT 
402 S. EARCUAFiALA VALLEY RD 
TONOPAH, AZ 85354 

CINERGY SERVICES, INC. 
139 EAST 4 STREET, E.F. 401 
CINCINNATI, OH 45201 

JAMES R. SWEENEY, GEN. MGR. 
MARICOPA COUNTY MUNICIPAL WATER 

P.O. BOX 900 
WADDELL, AZ 8535W900 

CONSERVATION DISTRICT NO. 1 
CITIZENS LEHMAN POWER SALES 
160 FEDERAL STREET 
BOSTON. MA 021 10 

TUCSON ELECTRIC POWER CO. 
P.O. BOX 71 1 
TUCSON, AZ 85702 

CITY OF AZUSA 
P.O. BOX 9500 
AZUSA, CA 91702 

CITY OF WICKENBURG 
MR TOM CANDELARIA 
155 N. TEGNER STREET 
WICKENBURG, AZ 58390-1456 

STANLEY H. ASHBY, SECRETARY 
ROOSEVELT IRRIGATION DISTRICT 
103 W. BASELINE ROAD 
BUCKEYE. AZ 85326 



P.O. BOX 631 
BURBANK, CA 91 503-0631 

CITY OF GLENDALE 
729 N. AVENUE, 4” LEVEL 
GLENDALE. CA 91206-4496 

C I N  OF IDAHO FALLS 
140 S. CAPITAL AVENUE 
IDAHO FALLS, ID 86402 

CITY OF NEEDLES 
ENOVA ENERGY MANAGEMENT, INC. 
12555 HIGH BLUFF DR. SUITE 155 
SAN DIEGO. CA 92130 

COASTAL ELECTRIC SERVICES COMPANY 
COASTAL TOWER 

@INE GREENWAY PLAZA 
OUSTON. TX 77046-0995 

COLORADO RIVER AGENCY 

PARKER,AZ 85344 
ROUTE 1, BOX 9-C 

COLORADO RIVER COMMISSION OF NEVADA 
555 EAST WASHINGTON AVENUE 
SUITE 3100 
LAS VEGAS, NV 89101 

CON AGRA ENERGY SERVICES, INC. 
9 CON AGRA DRIVE 
OHAMA, NE 68102-5009 

COOK INLET ENERGY SUPPLY 
10100 SANTA MONICA BLVD, 25m FLOOR 
LOS ANGELES, CA 90024 

909 FANNIN. SUITE 700 
HOUSTON, TX 77010 
909 FANNIN. SUITE 700 
HOUSTON, TX 77010 

SERVICE LIST 

US DEPARTMENT OF THE INTERIOR 
1849 C Street. N.W. 
Washington, D.C. 20240 

E PRIME 
1331 17T” STREET, SUITE 601 
DENVER, CO 80202 

EASTERN POWER DISTRIBUITON, INC. 
2800 EISENHOWER AVE 
ALEXANDRIA. VA 22314 

EDISON SOURCE 
13191 CROSSROADS PKWY N, SUITE 405 
CITY OF INDUSTRY, CA 91746 

ELECTRIC CLEARINGHOUSE. INC. 
DBA DYNERGY 
2999 NORTH 44 ST.. SUITE 300 
PHOENIX, AZ 85012 

ENERGY MASTERS INTERNATIONAL 
1385 MENDOTA HEIGHTS ROAD 
ST. PAUL, MN 55120-1129 

ENGELHARD POWER MARKETING, INC. 
101 WOOD AVENUE 
ISELIN. NJ 08830-0770 

ENTERGY POWER MARKETING CORP. 
PARKWOOD TWO BUILDING 
10055 GROGAN’S MILL RD, SUITE 500 
THE WOODLANDS, TX 77380 

FEDERAL ENERGY SALES, INC. 
3222 N. RIDGE ROAD 
ELYRIA, OH 44035 

GULFSTREAM ENERGY, LLC 
2930 REVERE ST., STE 202 
HOUSTON TX 77098 
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IDAHO POWER COMPANY 
P.O. BOX 70 
BOISE, ID 83707 

INDUSTRIAL ENERGY APPLICATIONS. INC. 
5925 DRY CREEK LANE, NE 
CEDAR RAPIDS, IA 52402 

INTERCOASTAL ENERGY APPS., INC. 
P.O. BOX 657 
DES MOINES IA 50303-0657 

KOCH ENERGY TRADING, INC. 
P.O. BOX 2626 
HOUSTON, TX 77252-2626 

LA DEPT. OF WATER a POWER 
P.O. BOX 11 1 
LOS ANGELES. CA 90012-2694 

LG&E ENERGY MARKETING, INC. 
220 W. MAIN STREET, 7TH FLOOR 
LOUISVILLE, KY 40202 

MERCHANT ENERGY GROUP OF THE 
AMERICAS 
151 WEST STREET, SUITE 300 
ANNAPOLIS, MD 21401 

MORGAN STANLEY CAP. GROUP, INC 
1585 BROADWAY 
NEW YORK. NY 10036 

MONTANA POWER COMPANY 
40 E. BROADWAY 
BUlTE. ME 59701-9394 

NATIONAL GAS 81 ELECTRIC 
3555 TIMMONS, SUITE 1500 
HOUSTON, TX 77027 



NEVADA POWER COMPANY 
P.O. BOX 230 
LAS VEGAS. NV 891516230 

NORTHERN WASCO COUNTY PUD 
2345 RIVER ROAD 
DAUES, OR 97058 

NP ENERGY INC. 
3650 NATIONAL CITY TOWER 
LOUISVILLE, KY 40202 

PACIFICORP 
825 NE MULTNOMAH 
PORTLAND, OR 97232 

PG&E ENERGY SERVICES 
VALERO POWER SERVICES CO. 
353 SACRAMEKTO STREET, SUITE 1900 
SAN FRANCISCO. CA 9411 1 

POWER COMPANY OF AMERICA 
2 GREENWICH P W ,  2* FLOOR 
GREENWICH, CT 06830 

POWER EXCHANGE CORP. 
450 SANSOME ST., SUITE 1400 
SAN FRANCISCO, CA 9411 1 

PUBLIC SERVICE COMPANY OF NEW MEXICO 
ALVARAOO SQUARE 
ALBUQUERQUE, NM 87158 

RAINBOW ENERGY MARKETING CORP. 
909 SOUTH 7TH STREET, SUITE 405 
BISMARK, SD 58504 

ROCKY MOUNTAIN GENERATION COOP. 
5441 BOEING DR.. SUITE 200 
LOVELAND, CO 805388810 

SERVICE LIST 

SALT RIVER PROJECT AGRICULTURAL 
IMPROVEMENT & POWER DISTRICT 
P.O. BOX 52025 
PHOENIX, A2 

SAN CARLOS IRRIGATION PROJECT 
P.O. BOX 250 
COOLIDGE, AZ 85228 

SAN DIEGO GAS & ELECTRIC 
P.O. BOX 1831 
SAN DIEGO. CA 92112-4120 

SNOHOMISH COUNTY PUD #1 
P.O. BOX 1107 
EVERETT, WA 82061107 

SONAT POWER MARKETING 
1900 FIFTH AVENUE 
BIRMINGHAM, AL 35203 

SOUTHERN CALIFORNIA EDISON 
2244 WALNUT GROVE AVENUE 
ROSEMEAD. CA 91 770 

EL PASO ELECTRIC COMPANY 
P.O. BOX 982 
EL PASO. TX 79960 

THE ENERGY AUTHORITY, INC. 
76 S. LAURA STREET, STE 1500 
JACKSOW/IUE. R 32222 

TOHONO O'ODHAM UTILITY AUTHORITY 
P.O. BOX 816 
SELLS. AZ 85635 

NEW MEXICO PUBLIC SERViCE COMMISSION 
224 EAST PALACE 
SANTA FE, NM 87503 
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UTAH MUNICAPAL POWER AGENCY 
8722 SOUTH 300 WEST 
SANDY, UT 84070 

UTILITY 2000 ENERGY 
140 FOURTH AVENUE, S.W. 
SUITE 1710 
CALGARY, ALBERTA T2P 3N3 
CANADA 

VALLEY ELECTRIC ASSOCIATION 
P.O. BOX 237 
PAHRUMP, NV 89041 

WASHINGTON WATER POWER 
P.O. BOX 3727 
SPOKANE, SA 99220-3727 

WESTERN POWER SERVICES. INC. 

0 
12200 NORTH PECOS STREET 
DENVER, CO 80234-3439 

WESTERN RESOURCES, INC. 
P.O. BOX 889 
TOPEKA, KS 66601 

WILLIAMS ENERGY SERVICES COMPANY 
P.O. BOX 2848 
TULSA, OK 74101-9567 

AQUllA ENERGY MARKETING CORP. 
P.O. BOX 13207 
KANSAS CITY, MO 641943207 

TRACTABEL ENERGY MARKETING, INC. 
1177 WEST LOOP, SUITE 800 
HOUSTON, TX 77027 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMlSSION 

Arizona Public Service Company ) Docket NO. ECOO- -000 
Pinnacle West Capital Corporation ) Docket NO. EROO- -000 
Pinnacle West Energy Company ) 

VERIFICATION 

JACK E. DAVIS 

STATE OF ARIZONA ) 

County of Maricopa ) 
) ss. 

Jack E. Davis, being first duly sworn upon oath, deposes and says: 

That he is Chief Operating Officer and Executive Vice President of Pinnacle 

West Capital Corporation, and makes this verification for and on behalf of said 

corporations, being thereto duly authorized; that he has read the foregoing Application 

and knows the contents thereofj and that the same is true to the best of his knowledge, 

information and belief 

* ****. SUBSCTUBED AND SWORN to before me this 27 d- day of%\ 

c w \  R. #J/ 
Nota~yP b' 

My Commission expires: 

> 2% , Z O O 3  
I 

MARICOPA COUNN 
My Commlsslon Sxplras 



APPENDIX A 

Pre - Restructuring 

Organizational Chart 



0 
0 
X 

m- m a, 
. 

€ 
0 

2 
S up* 

L a -  i c 
0 X c n  

w 
0 

s 
CFI 
Q 
E 
0 
V 

t3 
V 
S 
3 
v) 

t W 
n 0 

Q n 

c) 

Z 
t n n 



APPENDIX B 

Post - Restructuring 

Organizational Chart 
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ATTACHMENT A 

List of the Jurisdictional Transmission Facilities 
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LIST OF THE JURISDICTIONAL 
TRANSMISSION FACILITIES 
BEING TRANSFERRED 
FROM APS TO PWE 

APS is requesting permission to transfer associated transmission equipment composed of 
step-up transformers, breakers, disconnect switches, potential and current transformers, 
metering and tie lines located at the following generating sites that APS is also 
transferring to its afliliate PWE: 

5; * Palo Verde Nuclear Generating Plant 
(APS operates the plant and owns 29.1% of all three Units.) 

Four Corners Power Piant 
(APS operates the plant and owns 100% ofunit 1,2, and 3. APS owns 15% of 
Unit 4 and 5.) 

Cholla Power Plant 
(APS operates the plant but owns only Units 1,2, and 3. Unit 4 is owned by 
Paci fiCorp .) 

West Phoenix Power Plant 
( u s  operates the plant and owns dl units.) 

Yucca Power Plant 
(APS operates the plant but only owns Units 1,2,3, and 4. 
Unit 5 is owned by Imperial Irrigation District.) 

Ocotillo Power Plant 
( U S  operates the plant and owns all units.) 

Saguaro Power Plant 
(APS operates the plant and owns all units.) 

Navajo Power Plant 
(APS owns 14% of all three units, but does not operate the plant) 

(APS operates the pIant and owns the one unit.) 

r 

P_ 

-9 

' Fairview/Douglas 



ATTACHMENT B 

List of Wholesale Contracts and Service Agreements 

Being Transferred From A P S  to PWCC and PWE 
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ATTACHMENT C 

Statement of the Cost of Facilities Involved in 

the Transfer of Assets Between A.PS and PWE 



ATTACHMENT C 

ARIZONA PUBLIC SERVICE COMPANY 
TRANSMISSION EQUIPMENT 

BY POWER PLANT AND RELATED SUBSTATION EQUIPMENT 
ORIGINAL COSTS AND ACCUMULATED DEPRECIATION 

AS OF MAY 31-2000 

a 

Original costs  Accum Depr Net Book Value 
1 $149,683 $37,303 

/Ocotillo Power Plant I $2,164,238 $1,405,630 $758,608 

[Saguaro Power Piant 1 $1,649,298 $1,397,934 $251,364 

lyucca Power Plant I $652,184 $537,451 $1 14,733 

/Cholla Steam Plant I $13,197,993 $7,326,215 $5,871,778 

/Palo Verde Nuclear Plant 1 $21,126,640 $6,436.097 $14,690,543 

IFainriewlDoug las $186,986 

/Navajo Steam Plant I $2,009,351 $1,203,950 $805,401 

I $5ao,o8,6 IWest Phoenix Plant $2,409,236 $1,729,150 

(Four Corners Steam Plant I $3,835,334 $2,530,934 $1,304,400 

Total Power Plant Equip in Transmission $47,231,260 $22,717,044 $24,514,216 



ATTACHMENT D 

Settlement Agreement Approved by the Arizona Corporation Commission 

Authorizing APS to Transfer its Generating Facilities to a Separate Affiliate 
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BEFORE THE ARIZONA CORPORATION COMMISSION 
A.C.C. - DOCKET CONTROL 

R E C E I V E D  JIM IRVM 

TONY WEST MAY 1 7 1999 
Commissioner-Chairman 

Commissioner 
CARL J. KUNASEK 

Commissioner 
DOCUMENTS ARE SUBJECT TO 
REVIEW BEFORE ACCEPTANCE 
AS A DOCKETED ITEM. 

M THE MATTER OF THE APPLICATION ) 
OF ARIZONA PUBLIC SERVICE 1 
PLAN FOR STRANDED COST RECOVERY ) 

1 

COMPANY FOR APPROVAL OF ITS ) DOCKET NO. E-01345A-98-0473 

1 
1 

. _  

IN THE MATTER OF THE FILING OF 1 
ARIZONA PUBLIC SERVICE COMPANY ) 
OF UNBUNDLED TARIFFS PURSUANT ) DOCKET NO. E-01345A-97-0773 
TO A.A.C. R14-2-1601 am. . I  

1 
1 
\ 

IN THE MATTER OF COMPETITION 
M THE PROVISION OF ELECTRIC 1 

OFARIZONA ‘ 1 
1 
1 

I 
SERVICES THROUGHOUT THE STATE ) DOCKET NO. RE-OOOOOC-94-0 165 

t 

NOTICE OF FILING, APPLICATION FOR APPROVAL OF 
SETTLEMENT AGREEMENT, AND REQUEST FOR PROCEDURAL OFtDER 

Arizona Public Service Company (“APS”) hereby files the attached Settlement 

Agreement (“Settlement Agreement”) dated as of May 17,1999, between A P S  and the other 

signatories to this Agreement (collectively, the “Parties”)). The Parties, which includes a broad 

coalition of large and small consumer interests, entered into the Settlement Agreement for the 

purpose of agreeing upon terms and conditions for the introduction of competition in generation 

and other competitive services that they believe to be just, reasonable and in the public interest. 

Pursuant to 7.1 0 of the Settlement Agreement, APS, on behalf of the Parties, 

respectfully requests that the Commission approve the Settlement Agreement as soon as 
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2 

2 

2 

tracticable in accordance with a procedural schedule that establishes such formal hearings and/or 

iubfic meetings as are required by applicable legal requirements and that afford interested parties 

.dequate opportunity to comment and be heard on the terms of the Settlement Agreement. 

4PS aIso requests that the procedural schedule set forth in the April 2 1,1999, Procedural Order 

egarding consideration of APS' stranded costs and unbundled rates (issues which are resolved in 

he Settlement Agreement) be suspended pending Commission consideration of this Settlement 

igreement. Because the Settlement Agreement contemplates Commission approval no later than 

iugust 1 , 1999, the Parties have attached hereto as Exhibit A a suggested procedural schedule for 

:ommission consideration. 
B RESPECTFULLY SUBMITTED this I7 day of May, 1999. 

SNELL & WILMER LLP. 

h # t L t ! L  
Steven M. Wheeler 
Thomas L. Mumaw 
Jeffrey B. Guldner 

Attorneys for Arizona Public Service Company 

661820 01 
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EXHIBIT A 

A PS Settlement Procedural Schedule 

Filing of SettIement Agreement ........................ May I7 

Procedural Order issued .............................. May 28 

Filing Date for Testimony from Parties . 
to the Settlement Agreement ........................... June 4 

Filing Date for Testimony from Staff and Intervenors ..... June 25 

' Filing Date for Rebuttal Testimony fiom 
..: . Parties to the Settlement Agreement ..................... Jiiiy 9 

.. - -. . _.  ....... ...:.'., 

. 'i L ..i .......... 
' c . :  ..; 
;...;;':. ;-+.... 

. . .  .._ , 

Hearing Begins ..................................... July I 3  

662233 01 



SETTLEMENT AGREEMENT 

May 14,1999 

This settlement agreement ("Agreement") is entered into as of May 14, 1999, by 
Arizona Public Service Company ("APS" or the "Company") and the various signatories to 
this Agreement (collectively, the "Parties") for the purpose of estabhhing terms and 
conditions for the introduction of competition in generation and other competitive services that 
are just, reasonable and in the public interest. 

INTRODUCTION 

In Decision No. 59943, dated December 26, 1996, h e  Arizona Corporation 
Commission (UACC" or the "Commission") established a "framework" for introduction of 
competitive electric services throughout the territories of pubIic service corporations in 
ArKona in the rules adopted in A.A.C. R14-2-1601 et seq. (collectively, "Electric Competition 
Rules" as they may be amended from time to time). The Electric Competition Rules 
established by that order contemplated future changes to such rules and the possibility of 
waivers or amendments for particular companies under appropriate circumstances. Since their 
initial issuance, the Electric Competition Rules have been amended several times and are 
currently stayed pursuant to Decision No. 61311, dated January 5, 1999. During th is  time, 
APS, Commission Staff and other interested parties have participated in a number of 
proceedings. workshops, public comment sessions and individual negotiations in order to 
further refine and develop a restructured utility industry in Arizona that will provide 
meaningful customer choice in a manner that is just, reasonable and in the public interest. 

This Agreement establishes the agreed upon transition for APS to a restructured 
entity and will provide customers with competitive choices for generation and certain other 
retail services. The Parties believe this Agreement will produce benefits for all customers 
through implementing customer choice and providing rate reductions so that the APS service 
territory may benefit from economic growth. The Parties also believe this Agreement will 
fairly treat APS and its shareholders by providing a reasonable opportunity to recover 
prudently incurred investments and costs, including stranded costs and regulatory assets. 

Specifically, the Parties believe the Agreement is in the public interest for the 
following reasons. m, customers will receive substantial rate reductions. Second, 
competition will be promoted through the introduction of retail access faster than would have 
been possible without this Agreement and by the functional separation of APS' power 
production and delivery functions. Third, economic development and the environment will 



benefit through guaranteed rate reductions and the continuation of renewable and energy 
efficiency programs. Fourth, universal service coverage will be maintained through APS' low 
.income assistance programs and establishment of "provider of last resort" obligations on APS 
for customers who do not wish to participate in retail access. m, APS will be able to 
recover its regulatory assets and stranded costs as provided for in this Agreement without the 
necessity of a general rate proceeding. w, substantial litigation and associated costs will be 
avoided by amicably resolving a number of important and contentious issues that have already 
been raised in the courts and before the Commission. Absent approval by the Codss ion  of 
the settlement reflected by this Agreement, APS would seek full stranded cost recovery and 
pursue other rate and competitive restructuring provisions different than provided for herein. 
The other Parties would challenge at least portions of U S '  requested relief, including the 
recovery of all stranded costs. The resulting regulatory hearings and related court appeals 
would delay the start of competition and drain the resources of all Parties. . 

NOW, THEREFORE, APS and the Parties agree to the following provisions 
which they believe to be just, reasonable and in the public interest: 

TERMS OF AGREEMENT 

ARTICLE I 
F RETAIL ACCESS 

1.1. The APS distribution system shall be open for retail access on July 1, 
1999; provided, however, that such retail access to electric generation and other competitive 
electric services suppliers will be phased in. for customers in APS' service territory in 
accordance with the proposed Elecqic Competition Rules, as and when such rules become 
effective, with an additional 140 MW being made available to eligible non-residential 
customers. The Parties shall urge the Commission to approve Electric Competition Rules, at 
least on an emergency basis, so that meaningful retail access can begin by July 1, 1999. 
Unless subject to judicial or regulatory restraint, APS shall open its distribution system to 
retail access for all customers on January 1, 2001. 

1.2. AF'S will make retail access available to residential customers pursuant to 
its December 21, 1998. filing with the Commission. 

1.3. The Parties acknowledge that APS' ability to offer retail access is 
contingent upon numerous conditions and circumstanced, a number of which are not within the 
direct control of the Parties. Accordingly, the Parties agree that it may become necessary to 
modify the terms of retail access to account for such factors, and they further agree to address 
such matters in good faith and to cooperate in an effort to propose joint resolutions of any such 
matters. 



1.4. APS agrees to the amendment and modification of its Certificate(s) of 
Convenience and Necessity to permit retail access consistent with the terms of this Agreement. 
The Commission order adopting this Agreement shall constitute the necessary Commission 
Order amending and modifying APS’  CC&Ns to permit retail access consistent with the term 
of this Agreement. 

ARTICLE I1 - 
2.1. The Company’s unbundled rates and charges attached hereto as Exhibit A 

will be effective as of July I, 1999. The Company’s presently authorized rates and charges shall 
be deemed its standard offer (“Standard Offer”) rates for purposes of this Agreement and the 
Electric Competition Rules. Bills for Standard Offer service shall indicate individual unbundled 
service components to the extent required by the Electric Competitiqn Rules. 

2.2. Future reductions of standard offer tariff rates of 1.5% for customers 
having loads of less than 3 MW shall be effective as of July 1, 1999, July 1,2000, July 1, 
2001, July 1, 2002, and July 1,2003, upon the filins and Commission acceptance of revised 
tariff sheets reflecting such decreases. For customers having loads greater than 3 M W  served 
on Rate Schedules E-34 and E-35, Standard Offer tariff rates will be reduced: 1.5%, effective 
July 1, 1999; 1.5% effective July 1,2000; 1.25% effective July 1,2001; and .75% effective 
July 1, 2002. The 1.5% Standard Offer rate reduction to be effective July 1, 1999, includes 
the rate reduction otherwise required by Decision No. 59601. Such decreases shall become 
effective by the filing with and acceptance by the Commission of revised tariff sheets reflecting 
each decrease. 

2.3. Customers greater than 3 MW who choose a direct access supplier must 
give APS one year’s advance notice before being eligible to return to Standard Offer service. 

2.4. 
forth in Exhibit A attached hereto upon the filing and Commission acceptance of revised tariff 
sheets reflecting such decreases. 

Unbundled rates shall be reduced in the amounts and at the dates set 

2.5. This Agreement shall not preclude APS from requesting, or the 
Commission from approving, changes to specific rate schedules or terms and conditions of 
service, or the approval of new rates or terms and conditions of service, that do not 
significantly affect the overall earnings of the Company or materially modify the tariffs or 
increase the rates approved in this Agreement. Nothing contained in this Agreement shall 
preclude APS from filing changes to its tariffs or terms and conditions of service which are not 
inconsistent with its obligations under this Agreement. 

Commission shall, prior to December 31,2002, approve an adjustment clause or clauses which 

3 

2.6. Notwithstanding the rate reduction provisions stated above, the 



will provide full and timely recovery beginning July 1, 2004, of the reasonable and prudent 
costs of the following: 

(I) APS'  "provider of last resort" and Standard Offer obIigations for 
service after July 1, 2004, which costs shall be recovered only 
from Standard Offer and 'provider of last resort" customers; 

Standard Offer service to customers who have left Standard Offer 
service or a special contract rate for a competitive generation 
supplier but who desire to return to Standard Offer service, which 
costs shall be recovered only from Standard Offer and "provider 
of last resort" customers; 

compliance with the Electric Competition Rules or Commission- 
ordered programs or directives related to the implementation of 
the Electric Competition Rules, as they may be amended from 
time to time, which costs shall be recovered from all customers 
receiving services from APS; and 

Commission-approved system benefit programs or levels not 
included in Standard Offer rates as of June 30, 1999, which costs 

0 shall be recovered from all customers receiving services from 
APS . 

By June I ,  2002, APS shall file an application for an adjustment clause or clauses, together 
with a proposed plan of administration, and supporting testimony. The Commission shall 
thereafter issue a procedural order setting such adjustment clause application for hearing and 
including reasonable provisions for participation by other parties. The Commission order 
approving the adjustment clauses shall also establish reasonable procedures pursuant to which 
the Cornmission, Commission Staff and interested parties may review the costs to be 
recovered. By June 30, 2003, APS will file its request for the specific adjustment cIause 
factors which shall, after hearing and Commission approval, become effective July 1, 2004. 
APS shall be allowed to defer costs covered by this Section 2.6 when incurred for later full 
recovery pursuant to such adjustment clause or clauses, including a reasonable return. 

Y 

2.7. By June 30, 2003, APS shall file a general rate case with prefiled 
testimony and supporting schedules and exhibits; provided, however, that any rate changes 
resulting therefrom shall not. become effective prior to July 1,2004. 

2.8. APS shall not be prevented from seeking a change in unbundled or 
Standard Offer rates prior to July 1,2004, in the event of (a) conditions or circumstances which 
constitute an emergency, such as the inability to finance on reasonable terms, or (b) material 
changes in APS' cost of service for Commission regulated services resulting from federal, tribal, 



*.: , ." 

state or local laws, regulatory requirements, judicial decision, actions or orders. Except for the 
changes otherwise specifically Contemplated by this Agreement, unbundled and Standard Offer 
rates shall remain unchanged until at least July 1,2004. 

ARTICLE III 

3.1. APS currently recovers regulatory assets through July 1, 304, pursuant 
to Commission Decision No. 59601 in accordance with the provisions of this Agreement. 

3.2. A P S  has demonstrated that its allowable stranded costs after mitigation 
(which result from the impact of retail access), exclusive of regulatory assets, are at least $533 
million net present value. 

3.3. The Parties agree that A P S  should not be aliowed to recover 
$183 million net present value of the amounts included above. APS shall have a reasonable 
opportunity to recover $350 million net present value through a competitive transition charge 
("CTC") set forth in Exhibit A attached hereto. Such CTC shall remain in effect until 
December 31, 2004, at which time it will terminate. If by that date APS has recovered more 
or less than $350 million net present value, as calculated in accordance with Exhibit B attached 
hereto, then the nominal dollars associated with any excess recovery/under recovery shall be 
credited/debited against the costs subject to recovery under the adjustment clause set forth in 
Section 2.6(3). 

3.4. The regulatory assets to be recovered under this Agreement, after giving 
effect to the adjustments set forth in Section 3.3, shall be amortized in accordance with 
Schedule C of Exhibit A attached hereto. 

3.5, Neither the Parties nor the Commission shall take any action that would 
diminish the recovery of APS' stranded costs or regulatory assets provided for hercin. The 
Company's willingness to enter into this Agreement is based upon the Commission's 
irrevocable promise to permit recovery of the Company's regulatory assets and stranded costs 
as provided herein. Such promise by the Commission shall survive the expiration of the 
Agreement and shall be specifically enforceable against this and any future Commission. 

ARTICLE IV 

4.1. The Conimission will approve the formation of an affiliate or affiliates of 
A P S  to acquire at book value the competitive services assets as currently required by the 
Electric Competition Rules. In order to facilitate the separation of such assets efficiently and 
at the lowest possible cost, the Commission shall grant APS a two-year extension of time until 

a 
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December 3 1, 2002, to accomplish such separation. A similar two-year extension shall be 
authorized for compliance with A.A.C. R14-2-1606(B). 

4.2. Approval of this Agreement by the Commission shall be deemed to 
constitute all requisite Commission approvals for (1) the creation by APS or its parent of new 
corporate affiliates to provide competitive services including, but not limited to, generation 
sales and power marketing, and the transfer thereto of APS’ generation assets and competitive 
services, and (2) the full and timely recovery through the adjustment clause referred to in 
Section 2.6 above for all of the reasonable and prudent costs so incurred in separating 
competitive generation assets and competitive services as required by proposed A.A.C. R14-2- 
1615, exclusive of the costs of transferring the APS power marketing function to an affiliate. 
The assets and services to be transferred shall include the items set forth on Exhibit C attached 
hereto. Such transfers may require various regulatory and third party approvals, consents or 
waivers from entities not subject to APS’  control, including the FERC and the NRC. No Party 
to this Agreement (including the Commission) will oppose, or support opposition to, APS 
requests to obtain such approvals, consents or waivers. 

4.3. Pursuant to A.R.S. 40-202(L), the Commission’s approval of this 
Agreement shall exempt any competitive service provided by APS or its affiliates from the 
application of various provisions of A.R.S. Title 40, including A.R.S. $5 40-203,40-204(A), 

40-332,40-334,40-365,40-366, 40-367 and 40-401. 
40-204(B). 40-248,40-250, 40-251, 40-285, 40-301, 40-302,40-303, 40-321. 40-322.40-331, 

4.4. APS’ subsidiaries and affiliates (including A P S ’  parent) may take 
advantage of competitive business opportunities in both energy and non-energy related 
businesses by establishing such unregulated affiliates as they deem appropriate, which will be 
free to operate in such places as they may determine. The A P S  affiliate or affiliates acquiring 
A P S ’  generating assets may be a participant in the energy supply market within and outside of 
Arizona. Approval of this Agreement by the Commission shall be deemed to include the 
following specific determinations required under Sections 32(c) and Q(2) of the Public Utility 
Holding Company Act of 1935: 

I 

APS or an affiliate is authorized to establish a subsidiary company, which will 
seek exempt wholesale generator (“EWG”) status from the Federal Energy 
Regulatory Commission, for the purposes of acquiring and owning Generation 
Assets. 

The Commission has determined that allowing the Generation Assets to become 
“eligible facilities,” within the meaning of Section 32 of the Public Utility 
Holding Company Act (“PUHCA”), and owned by an APS EWG affiliate 
(I) will benefit consumers, (2) is in the public interest, and (3) does not violate 
Arizona law. 

6 



The Commission has sufficient regulatory authority, resources and access to the 
books and records of APS and any relevant associate, affiliate, or subsidiary 
company to exercise its duties under Section 3 2 0  of PUHCA. 

APS will purchase any electric energy from its EWG affiliate at market based 
rates. This Commission has determined that (1) the proposed transaction will 
benefit consumers and does not violate Arizona law; (2) the proposed 
transaction will not provide APS’ EWG affiliate an unfair competitive advantage 
by virtue of its affiliation with APS; (3) the proposed transaction is in the public 
interest. 

The A P S  affiliate or affiliates acquiring APS’ generating assets will be subject to regulation by 
the Commission, to the extent otherwise permitted by law, to no greater manner or extent than 
that manner and extent of Commission regulation imposed upon o!her owners or operators of 
generating facilities. 

4.5. The Commission’s approval of this Agreement will constitute certain 
waivers to A P S  and its affiliates (including its parent) of the Commission’s existing affdiate 
interest rules (A.A.C. R14-2-801, et Jeq.), and the rescission of all or portions of certain prior 
Commission decisions, all as set forth on Exhibit D attached hereto. 

4.6. The Parties reserve their rights under Sections 205 and 206 of the 
Federal Power Act with respect to the rates of any APS affiliate formed under the provisions of 
this Article IV. 

ARTICLE V 
WITHDRAWAL 0 F JJTIGATION 

5.1. Upon receipt of a final order of the Commission approving this 
Agreement that is no longer subject to judicial review, APS and the Parties shall withdraw with 
prejudice all of their various court appeals of the Commission’s competition orders. 

ARTICLE VI 
APPROVAI. BY THE COMMTSS ION 

6.1. This Agreement shall not become effective until the issuance of a final 
Commission order approving this Agreement without modification on or before August 1, 
1999. In the event that the Commission fails to approve this Agreement without modification 
according to its terms on or before August 1, 1999, any Party to this Agreement may withdraw 
from this Agreement and shall thereafter not be bound by its provisions; provided, however, 
that if A P S  withdraws from this Agreement, the Agreement shall be null and void and of no 
further force and effect. In any event, the rate reduction provisions of this Agreement shall not 
take effect until this Agreement is approved. Parties so withdrawing shall be free to pursue 
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their respective positions without prejudice. Approval of this Agreement by the Cornmission 8 
shall make the Commission a Party to this Agreement and fully bound by its provisions. 

6.2. h e  Parties agree that they shall make all reasonable and good faith 
efforts necessary to (1) obtain final approval of this Agreement by the Commission, and (2) 
ensure full implementation and enforcement of all the t e r n  and conditions set forth in this 
Agreement. Neither the Parties nor the Commission shall take or propose any action which 
would be inconsistent with the provisions of this Agreement. All Parties shall actively defend 
this Agreement in the event of any challenge to its validity or implementation. 

ARTICLE VII 

7.1. To the extent any provision of this Agreemept is inconsistent with any 
existing or fiture Commission order, rule or regulation or is inconsistent with the Electric 
Competition Rules as now existing or as may be amended in the future, the provisions of this 
Agreement shall control and the approval of this Agreement by the Commission shall be 
deemed to constitute a Commission-approved variation or exemption to any conflicting 
provision of the Electric Competition Rules. 

7.2. The provisions of this Agreement shall be implemented and enforceable 
notwithstanding the pendency of a legal challenge to the Commission's approval of this 
Agreement, unless such implementation and enforcement is stayed or enjoined by a court 
having jurisdiction over the matter. If any portion of the Commission order approving this 
Agreement or any provision of this Agreement is declared by a court to be invalid or unlawful 
in any respect, then (1) APS shall have no further obligations or liability under this 
Agreement, including, but not limited to, any obligation to implement any future rate 
reductions under Article II not then in effect, and (2) the modifications to APS' certificates of 
convenience and necessity referred to in Section 1.4 shall be automatically revoked, in which 
event &S shall use its best efforts to continue to provide noncompetitive services (as defined 
in the proposed Etectric Competition Rules) at then current rates with respect to customer 
contracts then in effect for competitive generation (for the remainder of their term) to the 
extent not prohibited by law and subject to applicable regulatory requirements. 

7.3. The terms and provisions of this Agreement apply solely to and are 
binding only in the context of the purposes and results of this Agreement and none of the 
positions taken herein by any Party may be referred to, cited or relied upon by any other Party 
in any fashion as precedent or. otherwise in any other proceeding before this Commission or 
any other regulatory agency or before any court OF law For any purpose except in furtherance 
of the purposes and results of this Agreement. 

7.4. This Agreement represents an attempt to compromise and settle disputed 
claims regarding the prospective just and reasonable rate levels, and the terms and conditions 
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of competitive retail access, for MS in a manner consistent with the public interest and 
applicable legal requirements. Nothing contained in this Agreement is an admission by APS 
that its current rate levels or rate design are unjust or unreasonable. 

As part of this Agreement, APS commits that it wilI continue the APS 7.5. 
Community Action Partnership (which includes weatherization, facility repair and replacement, 
bill assistance, health and safew programs and energy education) in an annual amount of at 
least $500,000 through July 1, 2004. Additionally, the Company will, subject to Commission 
approval, continue low income rates E-3 and E4 under their current terms and conditions. 

7.6. APS shall actively support the Arizona Independent Scheduling 
Administrator ("AISA") and the formation of the Desert Star Independent System Operator. 
APS agrees to modify its OATT to be consistent with any FERC approved AISA protocols. 
The Parties reserve their rights with respect to any AISA protocol;, including the right to 
challenge or seek modifications to, or waivers from, such protocols. APS shall file changes to 
its existing OAT" consistent with this section within ten (10) days of Commission approval of 
this Agreement pursuant to Section 6.1. 

pursuant to Section 6.1, A P S  shall serve on the Parties an Interim Code of Conduct to address 
inter-affiliate relationships invoIving APS as a utility distribution company. APS shall 
voluntarily comply with this Interim Code of Conduct until the Commission approves a code of 
conduct for A P S  in accordance with the Electric Competition Rules that is concurrently 
effective with codes of conduct for all other Affected Utilities (as defined in the Electric 
Competition Rules). APS shall meet and confer with the Parties prior to serving its Interim 
Code of Conduct. 

7.7. Within thirty (30) days of Commission approval of this Agreement 

7.8. In the event of any disagreement over the interpretation of this 
Agreement or the implementation of any of the provisions of this Agreement, the Parties shall 
promptly convene a conference and in good faith shall attempt to resolve such disagreement. 

The obligations under this Agreement that apply for a specific term set 
forth herein shall expire automatically in accordance with the term specified and shail require 
no further action for their expiration. 

7.9. 

7.10. The Parties agree and recommend that the Commission schedule public 
meetings and hearings for consideration of this Agreement. The filing of this Agreement with 
the.Commission shall be deemed to be the filing of a formal request for the expeditious 
issuance of a procedural schedule that establishes such formal hearings and public meetings as 
may be necessary for the Commission to approve this Agreement in accordance with 
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Section 6.1 and that afford interested parties adequate opportunity to comment and be heard on 
the term of this Agreement consistent with applicable legal requirements. 

DATED at Phoenix, Arizona, as of this 14th day of May, 1999. 

ONA COMMUNITY ACTION 
ASSOCIATION 

CTRIC CHOICE 

companies and associations in support of 
competition that includes Cable Systems 
International, BHP Copper, Motorola, 
Chemical Lime, Intel. m, Honeywell, 
Allied Signal, Cyprus Climax Metals. Asarco. 
Phelps Dodge, w, Homebuilders of 
Central Arizona, Arizona Mining Industry 
Gets Our Support. Arizona Food Marketing 
Alliance, Arizona Association of Industries, 
Arizona Multi-housing Association, Arizona 
Rock Products Association. Arizona Restaurant 

RVICE COMPANY 

Title 

BY 

Title 

Association, 
-on. x* 
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DIRECT ACCESS 
jESIDENTlAL SERVICE 

TIPE OF SERbYCE . -  . 

(COWTIWED ON REVERSE SIDE) 



Mer 21.30 permonth 

Billiig 20.30 per month 
Met* R e d i g  u)JO ptx month 

2. The monthly bill is also subject to rho appljcjble p r o p o d o ~ U  parr of m y  uxcs. Mgovcrnmenlll imparitiW which are  or my h 
thc future be u v u c d  on the basu of gmr ~cvcm~es  of L a  Company rndlor the price or revenue from the clccwk U n k m  sold rndlor 
Ibc volume of ureqy delivered or purchased for a l e  and/or sold hcrrundcr. 

SERVICES XCOURED F ROhl CERTIRCATED EL ECTRIC SERVICE PROVIDERS 

Cuaomrn m d  under rhiz me schedule an rspapiblc far acquiring !heir own generation and my other requid compe6tiwly Npplicd 4 c a  
6an an ESP. l l ~ ~  C~mpvry Will provide and bill its transmission and ancillay Vrvics on rata rppmvcd by the F d d  E n m  R c p u l q  C o d o n  lo 
the Scheduling Coordinator who pmvidu Ir;wmizrion sewice to the Cutornu's QP. The Curromr'i ESP mud submit a D i m  Axerr Sewice Rqucst  
p u ~ ~ u a n ~  to Be ~umr and conditions in schedule #lo. 

H:\!rda'scalcmcnt 1999\TYiB(D.-LR I .doc 



s ELECTRIC DELIVERY RATE 

a O N A  PUBLIC SERt'ICE COMPANY 
PhOmi.%A8izW 
Filed by: Aaa R q p C r  
Site: Dutaor. Ricin3 and Regulation 

DlRECT ACCESS 
GENERAL SERVICE 

TYPE OF SERWCf 

All cusiomrn shall emply with h e  tcmu and conditions for load profiiinp M hourly m&g rpe%cd in the Company's Schedule #IO. 

j.lO;urHLY 91LL 

The monthly bill shall be thc fiver o f h  amount computed un&r A or 8. below. bduding the applicable Adjunmrnu. 

X RATE 

June - Oc~obrr Billii3 Cycla (Summer): 

(COhTINUED ON REVERSE SIDE) . 



November - May Billing C y d a  (Winm): 

PRIMARY AND TR.LVSMISSION LEVEL SE RVICE: 

DFTFRMINATION OF KW 

The kW ustd for billing purposes jtrsfl bt h e  wemgc kW supplied duM5 rhc IS-minuk pcriOd of n u . u m  use 
during h e  month. Y &ermined 6mm reading of lhc delivery mew. -. 

B. LIM1:vlLw 

S12.SO plus 31.74 for each kW in excess of five of either the high& kW cstablshed duM3 the 12 monlhs mding with Ihc cur~mt month 
or h e  minhuni kW sF-iIied in rhe ageemn for sank .  uhicheva is lhe g n K C r .  

ADiUn?*IEhTS 

I.' When Metering. Meter Reading or Cowlidated Billing are pmvided by the Customer's UP, Ihe monthly bill will be c n d i k d  I S  

follows: 
Meter 3-1.00 per month 
M a n  Reading fo.30 prr month 
Billing 50.30 per mnuh 

2. The monlhly bill is also subjecx to rhc applicable pmportioor~c part of any taxes. or govcmmcnul impositionr which are or ~ u Y  i n  
the Future be assessed on l e  basis of gross revenues or rht Company and/or h e  price or nvenue fmm the elcctric service sold and/or 
rhe volume of energy delivered or purchased for sale andlor sold hereunder. 

SERVICES ACOUIRED FROM CERTIFICATED E L E m l C  SERUCE PROMDERS 

Customers saved under Ihh rate schedule ;v1: rrsponsiblc for axpiring their o w  generation and my other required competitively supplied ScrViceJ 
Gom M ESP or under Ihe Company's Opm Access Tnnsmksion Tyi& The Company will provide and bill its traibrnkion and ancilluy remcer on nlcs 
approved by rhe Federal Encrgy Regulatory Commission to l e  scheduling Cwrdilutor who provides t n n d s s i o n  service to Ihc C ~ o m c r ' t  ESP. The 
Cunomcr's ESP mutt submit P Dircn .Access Smicc R q u m  P U K U ~ ~ ;  to Ihc terms md condkions in Schedule 210. 

(COSTINC'ED ON PAGE 3) a 
H:r!r&\senlcmeni 1999\T~rifiDA-G.S I (CTC md R4 adj).doc 
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m 0 N A  PUBLIC SERVICE COMPAVY 
Phacnix. Alizonr 
Filcdby A l a  Rower 
Tule: Dircnor. Pricing snd Regulation 

DIRECT ACCESS 
!$CRA URGE GENERAL SER VlCE 

Thu rate schedule is available in all ccrtificakd dl delivery Win lenitory m c d  by Company at all p o h  where facilities of adequate capacity 
urd the required p b  and suitable wlbgc arc adjacent to the prnnira served. 

MPLICATION 

This ntc schedule applicable IO ~ n o m c n  receiving c l e d c  awgy 00 a d i d  acccs bask &om any cmif iakd EIeclric ScrVice Provider (ESP) 
as def&d in AAC. RM-1603 .  Thir ne vhrdulc is rpplinblo odyto ~ w h o v m m r N y m u d m u m  h a n d  b3.000 kW O T ~ O I C  far thm(3) 
&ve monlhr in m). continuour hwelvc (12) month period ending wilh Ibc aurent month SaviEc 
thuugh one meter unlar olhawitc specified by individual cus~mcr contract For &ose nu to ma^ WhOJe c l ~ k i t y  is deliwed lhmugh more Ih.n OM mctcr. 
d c c  for each mctcr dull be computed w p r r y ~ l y  under lhir ntc unlar conditions in acmdmcc with the Company's Schedule y1 (Totalked Marring of 
Multiple Scrvicc Envrncc Sections At a Sin& Rnnice far S t u d y d  offer and Dirca Anar SnVice) ye meL 

be supplied at one po in~  of dclivy and measured 

Thknte rchcdulc L not applicable o male m i c c  

Thir rate scEhcdUle shall become effarive u defued in Company's Tpmr and Conditionr for D k a  (Schedule #IO> 

TYPE OF SERVICE 

Service shall be &see phase. 60 H a  a~ Company's Nndyd wlbgrr Uu! are ami1;bIo wirhin the vicinity of customer's prOnire- 

YETERIN G REOUIRESIENTS 

AI1 crrrtomcnrhrll comply uirh the (mnr and conditiocu for hourly meterins s p d ? c d  in Schedule $10. 
I 

MONTHLY BILL 

The m l N y  bill QaU be the p a f a  of Oa mount mmpuud under A or B. below, indudkg the applicable Adjustn~aLs. 

A RATE 

PRIMARY .&VU TRLYSlllSSlON LEVEL SERVICE: 

1. 
2. 
I. 

F a  CUnomCrS w e d  at primvy volt~gc (12.SkV IO below 69kV). h e  Didbution c h q e  will be diauntcd by 4.8% 
For nrstomm m-cd I rrYamivion voltzgc (69kV or higher). the Dictribution charge will be distounrsd 36.7% 
Pursuant to ,LAC. R14-2-161Z.klI. the Company shall Etain ownmhip ofCurrmt Transformers 
(CT's) and Potential fnnrformm (Py's) fw hose customers !&ng ~ C C  at v o l U p  Icvels of more 
lhyr 25 kV. F a  ~stomm whme m*rring snVicer are provided by an ESP. a mcnlhly facilities charge 
will be billed in additian to all othcr appliable charges shown &OW, Y dekmincd in the m i c e  
con!rac? b a d  upun Ihc Company's COSI of CT and PT ounmhip. maintenance and opmtion 

DETERMIN.ATIOS OF KW 

The kW used Tor billing purposea shall a ht p u r  ol: 

1. The kW used for billing pu'pora shall be he  average kW supplied dun'ng b e  1 ~ - f & U k  e d  (or &er period y spm'ficd by 
individual customtr's con-) of maximum use during rhc month, u dctmnincd from redings of rlre delivery mctcT. 

The minimum klV specified in be agrmnmt for sewice or individual cusIomCT CoIIvJCt. 2. 

(CONTKUED 0s REVERSE SIDE) 



J2.43O.W pcr month plus 51.75 per kW pcr monk 

DAGS10 
M2.C No. 

Page2 or2 

1. When Mewing. M a r  Reading or Consalidakd Billing are pmvidcd by the Customer's ESP. the monrhly bill 4 1  be cnditcd 
foUowr : 

Mctrr SS5.OOpcrRldl 

Billing s 030 pcrmonlh 
l l tctr  R d m g  3 050 pa month 

Z The monthly bill is also sibjest to &e applicable pmporrionatc pafl of any UXCS, or govcmenul impodtions which arc or m y  in 
he fi~arrc be assessed on the barb o f g w  revenuer of the Company adlor the p&e or revenue fmm h e  ckctnc vnricc add andlor 
b e  volume of eocrgy dclivcrcd or purchxd for sale d o r  sold hereunder. 

COSf24CT PERIOD 

For m i c e  locjtions S: 

TEER\lS .OD COSDITIONS 

Schedule =IO. Thcw sckdula have provisions that may zpfcd C U M ~ R ' S  monthly bill. 
This n ~ c  schedule is subject to Company3 Tmnr a d  Cditioru for Shdard off* and Dirm Access Smice  (Schedule #l )  and the Cornpiny's 



5/13/99 
DA-GS 11 

AC.C. No. 
T d o r  Schedule NO. DACSI 1 

EHcniw: 1999 
Trriff 

prmcr ACCESS 
&USTON P W A  

The monthly bill sha1I be h e  grva of rhd unam cornput+ under A. or B. below. including rhc applicable AdjuNnenu. 

A RATE 

pETERMlNATlOX Of KW 

Thc kW uud for billing p u p s 6  shall bc the p a l e r  OE 

(CONTINUED ON REMRSE SIDE) 
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gLECTRIC DELIVERY RATES 

5/13/99 
DA-GSi2 

PRBI*Y XUD TRLXWISSION LEVEL SERVICE 

Purnuntto .LAC. Rll2-1612.K1 I.thcCompanysbll rcfainownmhipofCurrcnt Trdmm(CTI's) 
and Potential Transforen ( I T S )  far those customm taking vcvice a~ volu5e levels ormore rh3n 25 kV. 
For ~ l ~ ~ t m e n  whose metering wcvica arc provided by an ESP. s monthly facilities r A w p  will be billed. in 
addition to all orhcr ipplicrble chug- show above. u damnincd in l e  service contraa based upon the 
Company's cast of  CT and PT ownmhip, maintenance and operadar 

DETERMIN.4TlON OF IiW 

Thckw used for billing purposes shall be the grurrr oE 

1. The kW used fur billing purposes shll be l e  avcngc kW supplied during the 30-mmute period (or o l h a  period u specified by 
individual wtomer's contract) of mximum use Jurin5 the month Y defermined fmm readings of L e  delivery meter. 

The minimum L;W speczed in the age-[ for srrvice or individual customer ContmcI. 2. 

8. SINIXILN 

32.430.00 per month plus S1.74 per kW p e ~  month 

(CONTINUED OS REVERSE SIDE) 



m 
ADJUSTMENTS 

1. Whcn Mcten'ng. Mebx Reading or Conrolidrtcd Billing am provided by *e Customer's ESP. the monllY bill will be Crrdilcd a; 
follows: 

M M  SSJ.00 per monlh 
Meter R d i n g  S 0.30 pa inaruh 
Billing 5 0.30 per lmmrb 



. This mtc schcdule is not applinblc to r u d e  service. 

Thir mk schedule shall become effective Y d c f i  in Compjny's Tnmr and Conditions far Dmct AEtm (Schedule #lo). 

T- WC 

Service shall k h e e  phyc. 60 H a  at 115 kV ar hipha 

p[ETElu?;G REOLTRE.11EXfS 

Cuslorncr shall comply wirh h l r m ~  and conditions for hourly m&g specified bI Schcdulc #IO. 

. MOXTHLY ElLC 

The monrNy bill shall be thc gre;lcr of l e  mount computed unda tL or B. klw. including rhe rpplicablc AdjumcnU. 

A RATE 

(COXTIZnSD ON REVERSE SIDE) 
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EXHIBIT C 

Generation assets include, but are not limited to, APS' interest in the following 
generating stations: 

Pa10 Verde 
Four Corners 
Navajo 
Cholla 
Saguaro 
Ocotillo 
West Phoenix 

.Yucca 
Dougias 
Childs 
Irving , 

including allocated common and general plant, support assets, associated land, fuel 
supplies and contracts, etc. Generation assets will not include facilities included in 
APS' FERC transmission rates. 



EXHIBIT D 
,Affilizte Rules Waivers 

R14-2-801(5) and RI4-2-80;, such that the [em "reorganization" does not include, and no . 

Cornmission approval is required for, corporate resuucnuine that does nor directly involve the 
uriiiry dismbuuon company (YrDC") in the holding company. For example, the holding 
company may reorganize. form, buy or sell non-UDC affiIiares, acquire or divesr interests in 
non-UDC &iIiates. etc., without Commission approval. 

R14-3-804(A) 

RI1-2-805(.4) shall appl?. only to the UDC 

R14-2-8 0 5( A)( 2) 

R 142-8 Oj(A)( 6) 

Rl4-2-805(X)(9), (lo), and (L 1) 

Recision of Prior Commission Orders 

Secrion X.C of the "Cogencrarion and Small Power Production Policy" attached to Decision 
No. 52315 (July 27, 198 1) regsdmg reponing requirements for cogeneration information. 

Decision50. 551 18 (July 14, 1956) - Paee 15, Lines 5-1Q through 13-1/2; Finding of Fact 
So.  21 relating to reponing requirements &der the abolished PPF4C. 

Decision So. 5 5 8  18 [Dec:mDc: 14, 1957) in its entire?. This dzcision related to XPS Schedulz 
9 (Indurmal Devc!opmenr Rsrc) which w a  terminated by the Commission in Decision 
So. 59329 (Ocrobcr 11. 1993. 

9th and 10th Orderins Pxagraphs of Decision 30. 56450 (April 13. 1989) regarding reponing 
requirements undcr the abolished PPF.4C. 

1 



Jana Van Ness ;-,ciJL. 1 m602/250-23 10 Mail Station 9909 
Manager Fax 602/250-3399 P.O. Box 53999 
Regulatory Affairs Phoenix, Az 85072-3999 
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;I,; CrJR? COMMiSSii;:l 
~ O C ~ E ~ E ~ T  gJ;.(TROL 

December 1.1999 

Docket Control 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

RE: APS Settlement Proceeding 
ACC Docket Nos. E-Ql345A-984473, € 4 1  345A-97-0773, RE-0000QC-94-0!65 

Dear Sir or Madam: 

Pursuant to the Opinion and Order, Decision No. 61973 in the above referenced Dockets, Arizona Public 
Service is filing an Addendum to the Settlement Agreement incorporating the modifications required by that 
Decision. This Addendum has been reviewed and executed by all signatories to the original APS Settlement 
Agreement 

If you have any questions regarding this filing, please contact me at (602)250-2310. 

9' I '(1- 
Jana Van Ness 
Manager 
State Regulations 

Attachment 

cc: Docket Control (1 8 copies plus original) 
Parties of Record 



Addendum to Settlement Agreement e. 
This Addendum is to the Settlement Agreement dated May 14, 1999 (hereafler 

“Agreement”) between Arizona Public Service Company (“APS” or “Company”) and the 
various signatories to the Agreement (collectively with APS, the ”Parties”). By signing this 
Addendum to Settlement Ageement (“Addendum”), the Parties intend to revise certain 
provisions of the Agreement as directed by the Arizona Corporation Commission 
(“Conmission”) in Decision No. G I973 (October 6, 1999) (“Decision”). The Decision adopted 
and approved the Agreement subject to certain modifications. 

r. 
Introduction and Recitals 

1. 

2. 

On May 14, 1999, the Parties entered into, the Agreement; 

On May 17, 1999, APS filed with the Commission a Norice ofFiling Application 
for ApprmA of S t ‘ t h m m  .Agreement atid Request for Procedurul 01-der. 

3. Commencing on July 14, 1999, and pursuant to a Procedural Order issued by the 
Heariny Division of the Commission. a full public evidentiary hearing on the Agreement was 
conducted. 

4. On October 6,  1999, [lie Coilmission issued its Decision No. 61 973 adopting 
and approving the Agreement as modified in the Decision. 

5 .  The Parties now ivish LO cntcr into this Addendum to revise the Agreement as 
directed in th; Decision. 

11. 
.4ddendurn Agreement 

Meterinu,. Meter Readine. and Billinr Credits 

A. 

1. 

The Company’s revised unbundled rates and charyes reflectins thc 
meterins. iiieter readiny, and billing credits rcquired by the Decisioii nre attached hereto as 
Revised Eshihit A. 

B. The revised unbundled rates and charges in Revised Exhibit A to this 
Addendum are substituted for the corresponding tariffs in Exhibit A to the Agreement. 

C. Schedules A tlirouyh C of Exhibit A to the Agreement are not affected by 
this Addendum and \yere adopted and approvcd by the Commission in the Decision as 
originally proposed in the Agrement. 

1 i238SO 
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2. Advanced Notice for Large Customers. Section 2.3 of the Agreement is replaced 
with and superceded by the following provision: 

2.3. 
supplier must either (a) give APS one year's advance notice 
before being eligible to return to Standard Offer service, or (b) 
pay APS for all additional costs incurred as a result of the 
customer returning to Standard Offer service without providing 
APS at least one year's advance notice. 

Deferral ofTransfer Costs. Section 2.6(3) of the Agreement is 

Customers greater than 3 MW who choose a direct access 

3. 
replaced with and superceded by the following provision: 

(3) compliance with the Electric Competition Rules or 
Commission-ordered programs or directives related to the 
implementation of the Electric Competition RuIes, as they 
may be amended from time to time, which costs shall be 
recovered from all customers receiving services from 
APS, provided however, that no more than sixty-seven 
percent (67%) of the costs to transfer generation assets to 
an affiliate or affiliates shall be allowed to be deferred for 
fiiture collection under this provision; and 

4. Rate Matters. Section 2.5 of the Agreement is replaced with and superceded by 
the following provision: 

2.8. 
seeking or authorizing a change in unbundled or Standard Offer 
rates prior to July 1, 2004, iii the event of (a) conditions or 
circumstances which constitute an emergency, such as an inability 
to finance on reasonable terms, or (b) materia! changes in APS' 
cost of service for Commission-regulated services resulting from 
federal, tribal, state or local laws, regulatory requirements, 
judicial decisions, actions or orders. Except for the changes 
othenvise speci ficaIly contemplated by this Agreement, 
unbundled and Standard Offer rates shalt remain unchanged untii 

Neither the Commission nor APS shall be prevented from 

2%. at least July 1,2004. 

723889 2 



5.  Generation Affiliate. Section 4.1 ofthe Agreement is replaced with and 
superceded by the following provisions: 

4.1. Affiliates. 

( I  ) The Conimission will approve the formation of an affiliate 
or affiliates of APS to acquire at book value the 
competitive services and assets as currently required by 
the Electric Competition Rules. In order to facilitate the 
separation of such assets efficiently and at the lowest 
possible cost, the Commission shall grant APS a two-year 
extension of time until December 3 1.2002, to accomplish 
such separation. A siniilar two-year extension shall be 
authorized for compliance with A.A.C. R14-2-160G(B). 

The affiliate or affiliates formed under this Section 4. I 
shall be direct subsidiaries of Pinnacle West Capital 
Corporation, and not APS. 

After the extensions granted in this Section 4.1 have 
expired, APS shall procure generation for Standard Offer 
customers from the competitive market as provided for in 
the Electric Competition Rules. An affil.iated generation 
company formed pursuant to this Section 4.1 may 
competitively bid for APS' Standard Offer load, but 
enjoys no autonlatic privilege outside of the niarket bid on 
account of its affiliation with APS. 

(7) 

(3) 

.. .>. ..'. . . :... . ... . . . ,_ 
.. - . ... h ._, ... .,: .._. _.. . .. . .. ,-..... . 

6. Statutow Waivers. Section 4.3 of the Agreement is deleted in its entirety. 

7. Waivers of Affiliate interest Rilles. The Revised Exhibit D to this 
Addendum setting forth the Affiliate Rules Waivers is substituted for the 
corresponding Exhibit D to the Agreement so that [lie proposed wah-el- ofR14-2- 
804(A) in the Ayeement is deleted. 



9 

i 

8. Conflicts with Elecrric Conwetition Rules. In reliance upon the Commission*s 
directive in Decision No. 6 1973 (page 9) that "We want to make it clear that the Commission 
does not intend to revisit the stranded cost portion of tJie Agreement. It is also not the 
Commission's intent to undermine the benefits that parties have bargained for," Section 7.1 is 
replaced with and superseded by the following provision: 

7. I .  Approval of this Agreement by the Commission shall constitute a 
m i w r  of any existing Commission order, rule or regulation to the extent 
necessary to permit perfonmnce of the Agreement, as approved by the 
Commission. Any future Commission order, rule or regulation shall be 
construed and administered, insofar as possible, in a manner so as not to 
conflict with the specific provisions of this Agreement, as approved by the 
Commission. In the event any of the Parties deems a future Commission 
order, nile or regulation to be inconsistent with the specitic provisions of 
this Asreernent, a waiver of the new Commission order, rule or regulation 
shall be sought. 

. 

Nothing in this Ayrccmnt is intended to othenvisc interfere with 
the Commission's ability to exercise I!s regufatary authority by the 
issiiance of orders, rules or regliitions. The requirements of this 
Asreenlent shall be perfonned in accordance with the Commission's 
Electric Conipetitiocl Rules including any specific waivers granted by the 
Commission's order approving this Agreement, except where a specific 
provision of tliis Agcement would excuse compliance. 

9. Interim Code ofconduct. Section 7.7 of the Agreement is replaced with and * 
superceded by the following provision: 

.. . 

7.7. Within thirty (30) days of the date of the Commission 
decision approvin,o this Agreement pursuant to Section 6.1.. APS 
shall file an initial proposed Code ofconduct to address inter- 
affiliate relationships involving APS as a utility distributior! 
company as requircd by the Electric Conipetition Rules and which 
iricliides provisions to %oven1 rhe supply of seneration during the 
two-year esiension provided for by Secrioli 4.1 of diis Agreement. 
Inccrested parties may provide APS with coinnients on the initial 
proposed Code ofconduct within sixty (60) days of the date of 
the Commission decision approviny this Ayrecment. APS will 
file a final proposed Code of Conduct for Coiiimission approval 
within ninety (90) days of the date ofthe Commission decisioil 
approving this Agreement. Until the Commission approves a 
Code ofCoiiduct for APS, APS wil l  voluntarily comply with the 
init ial  proposed Code of  Conduct or, once filed, the h a 1  proposed 
Cod, of Conduct. 

e 
4 



10. Effect of Addendum. Other than as specifically modified by this 
Addendum, all provisions of the Ageement  remain in full force and effect. 

RESIDENTIAL UTILITY 
CONSUMER OFFICE 

ARIZONA COMMUNITY ACTION 
ASSOCIATION 

n 

ARIZONANS FOR ELECTRIC CHOICE 
AND COMPETITION. a coalition of 
coiiipanies and associations in support of 
coiiipetition that includes Cable Systeins 
[nternational. BHP Copper. Motorola, 
Chernical Lime. Inrel. Hughes. Honeywell. 
Allied Signal. Cyprus Climax Merais. Asarco. 
Phelps Dodge. Hoinebuilders of 
Central Arizona. .Arizona hliniiig Industry 
Gets Our Support. Arizona Food Marketing 
Alliance, Arizona Association of Industries, 
Arizona Multi-housinz Association, Arizona 
Rock Products Association. Arizona Resrauranr 
Association. Arizona Retailers Association, 
Boring, Arizona School Board Association, 
Natioiial Fedetation of Iiidependenr Business. 
Arizona Hospital Association. Lockheed Martin, 
Abbut Labs and Ravthrotl. 

I 
-,. . . -_ .\&'I 

ARIZONA PUBLIC SERVICE COMPANY 

(Parrvl 

Title 

/ P a w )  

BY 

Title 

(Party) 

BY 

Title 



Revised 
EXHIBIT D e 

AtXliate Rules Waivers , 

R14-2-801(5) and R14-2-803, such that the term "reorganization" does not include, and no 
Commission approval is required for, corporate restructuring that does not directly involve the 
utility distribution company ("UDC") in the holding company. For example, the holding 
company may reorsanize, fomi, buy or sell non-UDC affiliates, acquire or divest interests in 
non-UDC affiliates. etc., without Commission approval. 

R11-2-S05(A! shall apply only to the UDC 

R14-2-805(A)( 2) 

R 14-1-805( A)( G) 

R14-2-805(A)(9). ( IO),  and (1  1) 

Recision of Prior Commission Orders 

Section X C  of the "Cogeneration and Small Power Production Policy" attached to Decision 
No. 52345 (July 27, 198 1) regarding reporting requirements for cogeneration information. 

Decision No. 551 IS (July 23, 19SG) - Page 15, Lines 5-112 through 13-1/2; Finding of Fact 
No. 24 relating to reporting requirements tinder the abolished PPFAC. 

Decision No. 558 1 S (December 14, 1987) in its entirety. This decision related to APS Schedule 
9 (fndustrial Devclopnient Rate) whicli \ u s  tcmiinatetl by the Conimission in Decision 
No. 59329 (Octobcr 1 1 .  1995). 

9th and 10th Ordering Paragapiis of Dccision 80. 56450 (April 13, l9S9) regarding reportins 
requirements under the abolished PPFAC. 

f*?l::?.Il: 
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ATTACHMENT E 

List of County and Municipal Franchises 
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Attachment E 
Page 1 of 4 

M"TCIPAL FRANCHXSES 
(Expiration Date Order) 

Effective 
Municipality Name Date Expiration Date 

Winkelman . 11/25/75 November 25,2000 

Holbrook . April 28,2001 4/28/76 

P r e S C O t t  1011 1/76 October 11,2001 

Eloy 6/21/77 June 21,2002 

Chandler 7/28/77 July 28,2002 

Gilbert 12/13/77 December 13,2002 

Casa Grande 12/19/77 

Superior 1/1/78 

December 19,2002 

January 1,2003 

Coolidge 1/13/78 January 13,2003 

Florence 6/1/78 

6/19/78 

June 1,2003 

June 19,2003 

May 14,2004 

August 9,2004 

October 4,2004 

Miami 

5/14/79 Buckeye 

Iy Prescott Valley 

Phoenix 

8/9/79 

10/5/79 

10/23/79 Winslow October 23,2004 

El Mirage 

Scottsdale 

3/13/80 March 13,2005 

3/30/80 March 29,2005 



Municipality Name 

Avondale 

Goodyear 

Parker 

Peoria 

Glendale 

Wickenburg 

Snowflake 

Bisbee 

san Luis 

Show Low 

Douglas 

Tempe 

CIarkdale 

Hayden 

Carefiee 

Yuma 

Cottonwood 

Keamy 

Youngtown 

Effective 
Date 

4/12/89 

411 4/80 

5/5/80 

/13/80 

6/14/80 

9/8/80 

2/11/8 1 

613018 1 

71818 1 

11/25/81 

4/27/82 

1/1/82 

7/12/84 

3/18/85 

6/5/85 

6/5/90 

6/3/86 

6/6/86 

71 17/86 

Attachment E 
Page 2 of 4 

Expiration Date 

April 12,2005 . . 

April 14,2005 

May 5,2005 

May 13,2005 

June 13,2005 

September 8,2005 

February 11,2006 

June 30,2006 

July 8,2006 

Nov. 25,2006 

April 27,2007 

January 1,2007 

July 12,2009 

March 18,2010 

June 5,2010 

June 5,2010 

June 3,201 1 

June 6,2011 

July 17,201 1 



Attach men t E 
Page 3 of 4 

Effective 
Municipality Name Date Expiration Date 

Flagstaff 8/21/86 

Tombstone 10/20/86 

Camp Verde 11/25/87 

12/17/87 .”,* 
.. “ I  Surprise 

Paradise ValIey 111 918 8 

LitcMeld Park 3/15/88 

Cave Crekk 12/6/88 

Gila Bend 1 U6/8 8 

P 
Globe 

Quartzsite 

Sedona 

Taylor 

Somerton 

8/22/89 

3/20/90 

11/19/91 

6/16/92 

4/21/93 

August 21,201 1 

October 20,20 1 1 

Nov. 25,2012 

Dec. 17,2012 

January 19,2013 

March 15,2013 

December 6,2013 

December 6,201 3 

August 22,2014 

March 20,20 15 

Nov. 19,2016 

June 16,2017 

April 27,2018 

Chino Valley 03/11/97 March 11,2022 

Payson 5/8/74 May 9,2024 



County Name 

Yavapai 

Navajo 

coconino 

La Paz 

Cochise 

Apache 

Gila 

' Yuma 

Pima 

Pinal 

. Maricopa 

Attachment E 
Page 4 of 4 

COUNTY FRANCHISES 
(Expiration Date Order) 

Effective 
Date Expiration Date 

1 OD4177 October 24,2002 

1 OD 1 /80 

51418 1 

October 21,2005 

May 4,2006 

4/23/84 April 23,2009 

April 25,2013 4/25/88 

12/18/89 December 18,2014 

1/27/92 January 27,201 7 

lot3194 

12/13/94 

8/27/95 

October 3,2019 

December 13,2019 

August 27,2020 

911 8/96 September 18,2021 
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Notice of Filing 

UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSIOI 

Arizona Public Service Company ) Docket No. ECOO- 
Pinnacle West Capital Corporation 1 
Pinnacle West Energy Corporation 1 

NOTICE OF FILING 
2000) 

Take notice that on July 28,2000, Arizona Public Service Corporation ("APS"), 
Pinnacle West Capital Corporation ("PWCC"), and Pinnacle West Energy Corporation, 
("PW') (collectively, "Applicants"), filed with the Commission an Application for 
Authorization to Transfer Jurisdictional Facilities under Section 203 of the Federal Power 
Act, 16 U.S.C. 0 824b (1994), and Part 33 of the Federal Energy Regulatory 
Commission's (FERC or the Commission) Regulations, 18 C.F.R. 05 33.1-33.10 (1999). 

Any person desiring to be heard or to protest said filing should file a motion to 
intervene or protest with the Federal Energy Regulatory Commission, 888 First Street, 
N.E., Washington, D.C. 20426, in accordance with Rules 211 and 214 of the 
Commission's Rules of Practice and Procedures (18 C.F.R. 6 385.211 and 18 C.F.R. Q 
385.214). All such motions or protests should be filed on or before 

, 2000. Protests will be considered by the Commission in 
determining the appropriate action to be taken, but will not serve to make protestants 
parties to the proceedings. Any person wishing to become a party must file a motion to 
intervene. Copies of this filing are on file with the Commission and are available for 
public inspection. This filing may also be viewed on the Internet at 
http://www.ferc.fed.us/online/rims.htm (call 202-208-2222 for assistance). 

David P. Boergers 
Secretary 

http://www.ferc.fed.us/online/rims.htm


EXHIBIT A 

Resolution of APS’s Board of Directors 

Applicants have requested a waiver from the requirement to file Exhibit A. 

30 



EXHIBIT B 
PAGE 10F 2 

EXHIBIT B 

Statement of Measure of Control 

The proposed transactions will not create new corporate relationships with third 

parties. All relevant entities are wholly owned subsidiaries of PWCC, which 

remains the parent company. These entities include APS, PWE, and APSES. 

PWCC does not own any bank, trust company, banking association, or firm that is 

authorized by law to underwrite or participate in the marketing of securities of a 

public utility, or any company supplying electric equipment to such party. 



STATE O F  ARIZONA ) 

County o f  Maricopa ) 
) ss. a 

I, Barbara M. Gomez, Treasurer of Pinnacle West Energy 

Corporation, do hereby cer t i fy  that I have read the 

foregoing Exhibit B t o  the application of Arizona Public 

Service Company, Pinnacle West Capital Corporation and 

Pinnacle West Energy Corporation f o r  approval of transfer of 

f a c i l i t i e s  and that  the information contained therein i s  

true to the best  of my knowled 

SUBSCRIBED AND SWORN to before me this 27& day of I 

My Commission expires: 

. 3 i  2 2 , 2 0 3 3  



i. EXHIBIT C 

Balance Sheet 

Applicants have requested a waiver from the requirement to file Exhibit C. 





_-  

EXHIBIT E 

Income Statement 

Applicants have requested a waiver h r n  the requirement to file Exhibit E. 

,34 



EXHIBIT F 

Anaiysis of Retained Earnings 

Applicants have requested a waiver f iom the requirement to file Exhibit F. 

35 



EXHIBIT G 

Applications Filed With Other Federal and State Regulators 

In the event Applicants file their Application with the Nuclear Regulatory 

Commission (“NRC”) for approvd to transfer APS’s interest in the Palo Verde 

Nuclear Generating Facility to PWE prior to such time as the Commission has 

approved the instant Section 203 application, Applicants will submit a copy of the 

NRC Application to the Commission. Othenvise, Applicants request a waiver 

h m  the requirement to file Exhibit G. 





STATE OF ARIZONA ) 

County of Maricopa ) 
) ss. 

I 

EXHIBIT H 
PAGE 2 OF 2 

EXHIBIT H 
PAGE 2 OF 2 

I, Barbara M. Gomez, Treasurer of Pinnacle West Energy 

Corporation, do hereby certify that I have read the 

foregoing Exhibit H to the application of Arizona Public 

Service Company, Pinnacle W e s t  Capital Corporation and 

Pinnacle West Energy Corporation for approval of transfer of 

f a c i l i t i e s  and that the information contained therein is 

true to the best of my. knowledge, information 

hA. 27 
SUBSCRIBED AND SWORN t o  before m e  t h i s  27s day of 

My Commission expires: 

I . .  
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APS Electrical Generating System 

0 Farmington 
7 

Arizona 
New 
Mexico 

0 Flagstaff 
10 

e Holbrook 
6 \ '. 

I Metropolitan 
Phoenix Area 

I 

Douglas 
2 



EXHiBiT I 

APS ELECTRICAL GENERATING SYSTEM 

PAGE OF) 

I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

Unit Name 

YUCCA: 
Combustion Turbine 1 
Combustion Turbine 2 
Combustlon Turbine 3 
Combustion Turbine 4 
DOUGLAS: 
Combustion Tutbine 1 
SAGUARO 
Steam Unit 1 
Steam Unit 2 
Combustion Turbine 1 
Combustion Turbine 2 
OCOTILLO. 
Steam Unit 1 
Steam Unit 2 
Combustion Turblne 1 
CombusUon Turbine 2 
Solar 1 
&-4ar2 
WEST PHOENIX: 
Steam Unit 4 
Steam Unit 5 
Steam Unit 6 
Combustion Turbine 1 
Combustion Turbine 2 
Combined Cyde 1 
Combined Cyde 2 
Combined Cyde 3 
C H O W  
Coal Unit 1 
Coal Unit 2 
Coal Unit 3 
FOUR CORNERS 
Coal Unlt 1 
Coal Unit 2 
Coal Unit 3 
Coal Unit 4 
Coal Unit 5 
NAVAJO 
Coal Unlt 1 
coal unit 2 
Coal Unit 3 
PAL0 VERDE: 
Nudear Unit 1 
Nudear Unit 2 
Nudear Unit 3 
COCONINO 
Solar 1 
GLENDALE 
Solar 1 
SCOTTSDALE 
Solar 1 

County 

Yuma 

Cochise 

Pfnal 

Marlcopa 

Mmkopa 

Navajo 

San Juan 

Coconino 

Maricopa 

Coconino 

Maricopa 

Maricopa 

Ownership 

Arizona Public Service 

Arizona Public Service 

Arizona Public Service 

Arizona Public Service 

Arizona Public Service 

Arizona Public SeMce 

Arizona Public Service 

Arizona Public Service, Salt River Project. Tucson Electric Power 
Public Service New Mexico. Southern Cal Edison. El Paso E l e a c  

Mama Public Sewice, Salt River Project, Tucson Electn'c Power 
Nevada Power, Los Angeles Dept of Water and Power. 

US Government 

Arizona Public Service, Salt River Project, Southern Cal Public Auth. 
Public Sewice New Mexico. Southern Cal Edison. El Paso Electric, 

Los Angeles Dept of Water and Power 

Arizona Public SeM'ce 

Arizona Public Service 

Arizona Public Service 



EXHIBIT I 
PAGE 3 of 

STATE OF ARIZONA ) 

County of Maricopa ) 
) ss. 

I, Ellen Willhite, Manager, Generation Administration 

Support, of Arizona Public Service Company, do hereby 

certify that the foregoing Exhibit I contains an accurate 

depiction of the facilities that Arizona Public Service is 

transferring to Pinnacle W e s t  Energy Corporation. . 

Ellen Willhite 

SUBSCRIBED AND SWORN to before me this J? day of 

, 2000.  

Notary public 

My Commission expires: 



Jana Van Ness 
Manager Fax 6021250-3399 P.O. Box 53999 
Regulatory Affairs 

/?E c E 1 v ~02l250-2310 
is'19 E'C - ht$//www.apsc.com 

Mail Station 9909 , pe-ga&@anness@apsc.com Phoenix, AZ 85072-3999 

EXHIBIT D-6 

Docket Con trol 
Arizona Corporatjon Commission 
1200 West Washington 
Phoenix, Arizona 85007 

RE: APS Settlement Proceeding 
ACC Docket Nos. E-01345A-98-0473, E-O1345A-97-0773, RE-00000C-94-0165 

Dear Sir or Madam: 

Pursuant to the Opinion and Order, Decision No. 61973 in the above referenced Dockets, Arizona Public 
Service is filing an Addendum to the Settlement Agreement incorporating the modifications required by that 
Decision. This Addendum has been reviewed and executed by all signatories to the original APS Settlement 

. .  
_. :.;:9::, .._., . -:; Agreement. . (_.. _. .?... " 5 . ... . . i . I ..- . .. 

If you have any questions regarding this filing, please contact me at (602)250-2310. 

" 
Jana Van Ness 
Manager 
State Regulations 

Attachment 

Cc: Docket Control (18 copies plus original) 
Parties of Record 

http://ht$//www.apsc.com
mailto:pe-ga&@anness@apsc.com
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Addendum to Settlement Agreement 

This Addendum is to the Settlement Agreement dated May 14, 1999 (hereafter 
“Agreement”) between Arizona Public Service Company (“APS” or “Company”) and the 
various signatories to the Agreement (collectively with APS, the “Parties”). By signing this 
Addendum to Settlement Agreement (“Addendum”), the Parties intend to revise certain 
provisions of the Agreement as directed by the Arizona Corporation Commission 
(”Commission”) in Decision No. G I  973 (October 6, 1999) (“Decision”). The Decision adopted 
and approved the Agreement subject to certain modifications. 

h”-$ I .  On May 

1. 
Introduction and Recitals 

4, 1999, the Parties entered into the Agreement; 

2. On May 17, 1999, APS filed tvitli the Comniission a Notice of Filing Application 
for Approval of Settlement Ayrtwiisnt and Reqtiest for Procedural Order. 

3. Coniiiiencing on July 14, 1999, and ptirsiiant to a Procedural Order issued by the 
Hearing Division of the Commission. a ftill public evidentiary hearing on the Agreement was 
conducted. 

4. On October 6, 1998, tlie Commission issued its Decision No. 61 973 adopting 
and approving the Agreement as modified in the Decision. 

5 .  The Parties IIOK ti ish LO cntcr into this Addendum to revise the Agreement as 
directed in the Decision. 

11. 
Addendum Agreement 

Metering. Meter Reading. arid Billinr Credits 

A. 

1. 

The Company’s revised unbundled rates and charyes reflecting [lie 
metering, iiieter reading, and billiny credits rcquircd by rhe Decision arc attached hereto as 

%.3 Revised Eshibit A. 

B. The revised unbundled rates and charges i n  Revised Exhibit A to this 
Addendum are substituted for the correspondiny tariffs in Exhibit A to the Agreement. 

C. Schedules A through C of Esliibit A to tlie Agreement are not affected by 
this Addeiidum and \Yere adopted and approved by the Commission in the Decision as 
ori yinally proposed in the Agrement. 

i 
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2. Advanced Notice for Laree Customers. Section 2.3 of the Agreement is replaced 
with and superceded by the following provision: 

2.3. 
supplier must either (a) give APS one year’s advance notice 
before being eligible to return to Standard Offer service, or (b) 
pay APS for all additional costs incurred as a result of the 
customer returning to Standard Offer service without providing 
APS at least one year’s advance notice. 

Customers greater than 3 MW who choose a direct access 

3. Deferral of Transfer Costs. Section 2.6(3) of the Agreement is 
replaced with and superceded by the following provision: 

(3) compliance with the Electric Competition Rules or 
Commission-ordered programs or directives related to the 
implementation of the Electric Competition Rules, as they 
may be amended from time to time, which costs shall be 
recovered from all customers receiving services from 
APS, provided however, that no more than sixty-seven 
percent (67%) of the costs to transfer generation assets to 
an affiliate or affiliates shall be allowed to be deferred for 
future collection under this provision; and 

.* 

4. Rate Matters. Section 2.8 of the Agreement is replaced with and superceded by (-. 1 -.. . , the following provision: 
. ..- . -  

2.8. 
seeking or authorizing a change in unbundied or Standard Offer 
rates prior to July 1,2004, in the event of(a) conditions or 
circumstances which constitute an emergency, such as an inability 
to finance on reasonable terms, or (b) material changes in APS’ 
cost of service for Commission-regulated services resulting from 
federal, tribal, state or local laws, regulatory requirements, 
judicial decisions, actions or orders. Except for the changes 
otherwise specifically contemplated by this Agreement, 
unbundled and Standard Offer rates shall remain unchanged until 
at least July 1,2004. 

Neither the Commission nor APS shall be prevented from 



a 5.  Generation Affiliate. Section 4.1 of the Agreement is replaced with and 
superceded by the following provisions: 

4.1. Afliliates. 

The Commission will approve the formation of an affiliate 
or affiliates of APS to acquire at book value the 
competitive services and assets as currently required by 
the Electric Competition Rules. In order to facilitate the 
separation of such assets efficiently and at the lowest 
possible cost, the Conmission shall grant APS a two-year 
extension of time until December 31,2002, to accomplish 
such separation. A similar two-year extension shall be 
authorized for compliance with A.A.C. R14-2-1606(B). 

The affiliate or affiliates formed under this Section 4.1 
shall be direct subsidiaries of Pinnacle West Capi tal 
Corporation, and not APS. 

After the extensions granted in this Section 4.1 have 
expired, APS shall procure generation for Standard Offer 
customers from the competitive market as provided for in 
the Electric Competition Rules. An affiliated generation 
company formed pursuant to this Section 4.1 may 
cotiipetitively bid for APS' Standard Offer load, but 
enjoys no automatic privileye outside of the market bid on 
account of its affiliation with APS. 

6. 

7. 

Statutorv Waivers. Section 4.3 of the Agreement is deleted in its entirety. 

Waivers of Affiiiate inrerest Rules. The Revised Exhibit D to this 
Addendum setting forth the Affiliate Rules Waivers is substituted for the 
corresponding Exhibit D to the Agreement so that the proposed waiver ofR14-2- 
804(A) in the Agreement is deleted. 



8. Conflicts with Electric Comoetition Rules. In reliance upon the Commission’s 
directive in Decision No. 61973 (page 9) that “We want to make it clear that the Commission 
does not intend to revisit the stranded cost portion of the Agreement. It is also not the 
Commission’s intent to undermine the benefits that parties have bargained for,” Section 7. I is 
replaced with and superseded by the following provision: 

7. I .  Approval of this Agreement by the Commission shall constitute a 
Lvaiver of any existing Coinmission order, rule or regulatioii to the extent 
necessary to pennit perforniance of the Agreement, as approved by the 
Commission. Any future Commission order, rule or regulation shall be 
construed and administered. insofar as possible, in a manner so as not to 
conflict with the specific provisions of this Agreement, as approved by the 
Commission. In the event any of the Parties deemsa future Commission 
order, nile or regulation to be inconsistent with the specific provisions of 
this Ageenlent, a waiver of the new Commission order, rule or regulation 
shall be sought. 

4: 
Nothing in this Ayrecment is intended to otherwise interrere with 

[lie Commission’s ability to exercise its regulatory authority by the 
issuance of orders, rules or regulations. The requircinents of this 
Agreement shall be performed in accordance with the Commission’s 
Electric Competition Rules including any specific waivers granted by the 
Commission’s order approving this Agreement, except where a specific 
provision of this Agreement would excuse compliance. 

Interim Code of Conduct. Section 7.7 of the Agreement is replaced with and 9. 
superceded by the followins provision: 

7.7. 
decision approving this Agreement pursuant to Section 6. I., APS 
shall file an initial proposed Code of Conduct to address inter- 
affiliate relationships involving .4PS as a utility distribution 
cnnipany as required by the Electric Competition Rules and which 
includes provisions to govern the siipply of generatiori during the 
two-year extension provided for by Scctiori 1. I of his Agreenlent. 
Inm-ested parties may provide APS with coniments on the initial 
proposed Code of Conduct within sixty (60) days of the date of 
the Commission decision approving this Agreement. APS \vi11 
file a final proposed Code of Conduct for Coinmission approval 
L l f i t h i n  ninety (90) days of the date of the Commission decision 
approving this Ageenlent. Until the Commission approves a 
Code of Coiidiict for APS, APS will voluntarily comply with the 
initial proposed Code of Conduct or. once filed, the final proposed 
Code of Conduct, 

Within thirty (30) days of the  date of the Coniniission 

4 723890 



10. Effect of Addendum. Other than as specifically modified by this 
Addendum, all provisions o f  the Agreement remain in full force and effect. 

AGREED TO AS OF \ I t  &. JL\ , 1999: 

RESIDENTIAL UTILITY 
CONSUMER OFFICE 

‘ U  
Title d&& A- 
ARIZONA COMMUNITY ACTION 
A SSOCI AT10 N 

Title J& 
ARIZONANS FOR ELECTRIC CHOICE 
AND COMPETITION, a coalition of 
companies and associations in support of 
competition that includes Cable Systems 
International. BHP Copper, Motorola, 
Chemical Lime. Intel. Hughes. Honeywell. 
Allied Signal, Cyprus Climax Metals, Asarco, 
Phelps Dodge. Hoinebuildcrs of 
Central Arizona. Arizvtia Mining Industry 
Gets Our Support, Arizona Food Marketing’ 
Alliance. Arizona Associarion of Industries, 
Arizona Multi-housing Association, Arizona 
Rock Products Association, Arizona Restaurant 
Association, Arizona Retailers Association. 
Bociug. Arizona School Board Association, 
National Federation of Independenr Business, 
Arizona Hospiral Association. Locklired Martin, 
Abbot Labs and Raytheon. I 

ARIZONA PUBLIC SERVICE COMPANY 

{Party) 

Title 

lPartv) . 

BY 

Title 

(Party) 

BY 

Title 

e 



Revised 
EXHIBIT D 

Affiliate Rules Waivers 

RI4-2-801(5) and R14-2-803, such that the term “reorganization” does not include, and no 
Commission approval is required for, corporate restructuring that does not directly involve the 
utility distribution company (“UDC”) in the holding company. For example, the holding 
company may reorganize, form, buy or sell non-UDC affiliates, acquire or divest interests in 
non-UDC affiliates, ere., without Commission approval. 

R14-2-305(A) shall apply only to the UDC 

R I4-?-8OjCA)( 2) 

R 14-2-803( A)( 0 )  

R14-2-805(A)(9), ( IO) ,  and (1 1) 

Recision of Prior Commission Orders 

Section X.C of  tlie “Cogeneration atid Small Pon*er Production Policy” attached to Decision 
No. 52345 (July 27, I98 1 )  regarding reporting requirements for cogeneration information. 

Decision No. 551 IS (July 23, 19SG) - Page 15, Lines 5-112 through 13-112; Findins of Fact 
No. 24 relating to reporting requirements under the abolished PPFAC. 

Decision No. 5381s (December 14, 1987) in its entirety. This decision related to APS Schedule 
9 (Industrial Development Rate) tvliich tvas tcrniiiiateci by the Commission in Decision 
No..SWO (October I I .  1993). 

9th and 10111 Orderiiiy Paragraphs of Dccisioii No. 56450 (April 13. 19S9) regarding reporLing 
requirements under the abolished PPFAC. 

! 
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Arizona Public Service Company 

COMPANY CORRESPONDENCE 

Snell & Wilmer (3) 
Becky Hickman (3) 
Don Robertson 
Jack Davis 
Bill Post 
Alan Propper 
Jana Van Ness 
Barbara Klemstine 
Keith Van Ausdal 
Warren Kotzman 
Sally Stewart 
Colleen Hawk 
Wayne Ettenborough 
Sharon Madden 
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APS Electrical Generating System 

. .  Arizona 

Flagstaff 
10 

Holbrook 
6 

Metropolitan 
Phoenix Area 

0 Tucson 
3 

Farmington 
7 

New 
Mexico 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

I 2  

APS ELECTRICAL GENERATING SYSTEM 

Unit Name 

YUCCA: 
Combustion Turbine 1 
Combustion Turbine 2 
Combustion Turbine 3 
Combustion Turbine 4 
DOUGLAS: 
Combustion Turbine 1 
SAGUARO 
Steam Unit 1 
Steam Unit 2 
Combustion Turbine 1 
Combustion Turbine 2 
OCOTILLO. 
Steam Unit 1 
steam Unit 2 
Combustion Turbine 1 
Combustion Turbine 2 
Solar 1 
Solar 2 
WEST PHOENIX 
Steam Unit 4 
Steam Unit 5 
Steam Unit 6 
Combustion Turbine 1 
Combustion Turbine 2 
Combined Cyde 1 
Combined Cyde 2 
Combined Cyde 3 
CHOLLA: 
Coal Unit 1 
Coal Unit 2 
Coal Unit 3 
FOUR CORNERS: 
Coal Unit 1 
Coal Unit 2 
Coal Unit 3 
Coal Unit 4 
Coal Unit 5 
NAVAJO 
Coal Unlt 1 
Coal Unit 2 
Coal Unit 3 
PAL0 VERDE 
Nudear Unit 1 
Nudear Unit 2 
Nuclear Unit 3 
COCONINO 
Solar 1 
GLENDALE 
Sdar 1 
SCOTTSO ALE 
Solar 1 

County 

Yuma 

Cochiso 

Pinal 

Maricopa 

Maricopa 

Navajo 

Son Juan 

Coconino 

Maricopa 

Coconino 

Maiicopa 

Maricopa 

. .  

Ownership 

Arizona Public Service 

Arizona Public Service 

Arizona Pubk Service 

Arizona Public Service 

Arizona Public Service 

Arizona Public Service 

Arizona Public Service 

Arirona Public Service, Salt River Project, Tucson Electtic Power 
Public Servica New Mexico. Southern Cal Edison. E3 Paso Electric 

Arizona Public Sewice. Salt River Project. Tucson Electric Power 
Nevada Power, Los Angeles Dept of Water and Power. 

US Government 

Arizona Public Service. Salt River Project, Southem Cal Public AuW. 
Public Service New Mexico. Southem Cal Edison. El Paso Electric, 

Los Angeles Dept of Water and Power 

Arizona Public Service 

Arizona Public Service 

Arizona Public Service 
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STATE OF ARIZONA ) 

county of Maricopa ) 
) ss. 

I, Ellen Willhite, Xanager, Generation Administration 

Support, of Arizona Public Service Company, do hereby 

certify that the foregoing Exhibit I contains an accurate 

depiction of the facilities that Arizona Public Service is 

transferring to Pinnacle West Energy Corporation. 
\ . \  

g e y L J d k  
El len  Willhite 

SUBSCRIBED AND SWORN to before me this J y  day of 

, 2 0 0 0 .  

Notary Public 

My Commission expires: 



EXHIBIT H-1 

PROPOSED FORM OF FEDERAL REGISTER NOTICE 

SECURITIES AND EXCHANGE COMMISSION 
(Release No. 35- ) 

Filings under the Public Utility Holding Company Act of 1935, as amended (“Act”) 

September -, 2000 

Notice is hereby given that the following filing(s) hashave been made with the Commission 
pursuant to provisions of the Act and rules promulgated thereunder. All interested persons are 
referred to the application(s) and/or declaration(s) for the complete statements of the proposed 
transaction(s) summarized below. The application(s) and declaration(s) and any amendments thereto 
islare available for public inspection through the Commission’s Office of Public Reference. 

Interested persons wishing to comment or request a hearing on the appIication(s) andor 
declaration(s) should submit their views in writing by September -, 2000, to the Secretary, 
Securities and Exchange Commission, Washington, D.C. 20549-0609, and serve a copy on the 
relevant applicant(s) and/or declarant(s) at the address(es) specified below. Proof of service (by 
affidavit or, in case of an attorney at law, by certificate) should be filed with the request. Any 
request for hearing shall identify specifically the issues of fact or law that are disputed. A person 
who so requests will be so notified of any hearing, if ordered, and will receive a copy of any notice 
or order issued in the matter. After September -, 2000, the application(s) and/or declaration(s), as 
filed or amended, may be granted and/or permitted to become effective. 

******* 

Pinnacle West Capital Corporation (“PNW”), 400 North Fifth Street, Phoenix, Arizona 
85004, has filed an application-declaration pursuant to Sections 9(a)(2) and 10 of the Act, in which 
it requests approval to establish a new public-utility company subsidiary in connection with the 
proposed corporate reorganization (“Reorganization”), involving the relocation of certain generation 
assets from Arizona Public Service Company (“APS”), PNW’s existing public-utility company 
subsidiary, to Pinnacle West Energy Corporation (“P WE“), another wholly-owned subsidiary of 
PNW. As a result of this Reorganization, PWE will become an “electric utility company” and a 
“public-utility company” within the meaning of the Act, and PNW will acquire an additional public- 
utility subsidiary. PNW will continue to meet the requirements for an intrastate exemption under 
Section 3(a)( 1) of the Act and to file annual exemption statements on Form U-3A-2 pursuant to Rule 
2 of the Commission’s regulations. 

The purpose of the reorganization is to comply with certain requirements set forth in rules 
adopted by the Arizona Corporation Commission (“ACC”) that provide the framework for 



introduction of retail electric competition in Arizona (“Competition Rules”), and in a final ACC 
order approving APS’s settlement with various parties and the ACC with respect to implementation 
of the Competition Rules (the “Settlement”). Pursuant to the Competition Rules and Settlement, 
APS must move all of its generating assets and competitive services to PNW subsidiaries no later 
than December 3 1,2002. 

PNW was incorporated in 1985 under the laws of the State of Arizona. Through its 
subsidiaries, PNW is engaged in the generation, transmission, and distribution of electricity and the 
sale of energy services. Through subsidiaries, PNW is also involved in real estate development and 
in venture capital investment. PNW’s principal subsidiaries are: APS, PWE, APS Energy Services 
Company, Inc., SunCor Development Company, and El Dorado Investment Company. 

PNW’s principal public-utility subsidiary is APS. APS, incorporated in 1920 under the laws 
of the State of Arizona, is a wholly-owned subsidiary of PNW. APS’s principal executive offices 
are located at 400 North Fiflh Street, Phoenix Arizona 85004. APS provides retail electric services 
principally in the State of Arizona and is actively engaged in the competitive wholesale electric 
markets. APS is subject to regulation by the ACC with respect to retail rates, accounting, service 
standards, service temtory, issuances of securities, certification of generation and transmission 
projects and various other matters. APS currently owns generating facilities with a total accredited 
capacity of approximately 4,100 megawatts. 

APS also owns and operates approximately 4,853 miles of transmission lines, of which all 
but 140 miles are located within the State of Arizona. APS’s transmission was built primarily to 
bring generation from its power plants to its retail electric loads in Arizona. As of December 3 1, 
1999, APS’s distribution system served approximately 827,000 electric retail customers in its service 
temtory within the State of Arizona. APS provides distribution services in 11 of Arizona’s 15 
counties, including the metropolitan Phoenix area. Pursuant to the Settlement approved by the ACC 
in 1999, retail rates have been set until July 1,2004, subject to conditions or circumstances which 
constitute an emergency. 

PWE, another wholly-owned subsidiary of PNW, was incorporated in 1999 under the laws 
of the State of Arizona. PWE was organized primarily to engage in the business of developing, 
owning, and operating generation plants used for the production and sale of wholesale energy. 
Currently, PWE is engaged in the development of approximately 2,600 megawatts of generating 
capacity in the State of Arizona; however, PWE is not currently an electric utility company or a 
public-utility company within the meaning of the Act. Upon completion of the Reorganization, PWE 
will own or lease the generation facilities currently owned or leased by APS and will assume APS’s 
responsibilities as operator of the facilities. 

When the Reorganization is complete, APS’s existing structure, in which its electric utility 
operations are divided along ftinctional lines, will be formalized and separate corporate entities will 
engage in the transmission/distribution of electricity and the generation of electricity. APS will 
continue to own and operate its existing electric transmissioddistribution system, and PWE will own 
or lease and operate APS’s existing generation assets, selling the output from these assets to PNW’s 



power marketing and trading division and to other wholesale entities. In addition, APS will serve 
as the provider of last resort to standard offer customers in APS’s existing service tenitow. 

The generation assets will be moved to PWE at book value. In addition, PWE will assume 
certain outstanding debt associated with the generating assets being moved. Specifically, PWE will 
assume APS’s rights and obligations with respect to approximately $180 million in pollution control 
bonds. 

The principal purpose of the Reorganization is to assure compliance with the provisions of 
the Competition Rules and the Settlement and to provide PNW with increased financial, managerial, 
and organizational flexibility which will enable APS and PWE to compete more effectively in a 
restructured utility industry. It is stated that the Reorganization will lead to a clear, hnctional and 
corporate separation between PNW’s generation business and its wires business, enabling each 
company to focus its resources on more clearly defined product markets and services. PNW also 
states that the Reorganization will have no adverse effect on APS’s existing electric utility 
operations. The Reorganization will not result in any real change in the ultimate ownership of 
existing utility assets nor will it result in the transfer or acquisition of any additional utility assets 
beyond those currently held by APS or being developed by PWE. 

PNW states that the proposed transaction will satisfy the requirements of Section 9(a)(2), as 
well as the relevant provisions of Section 10 of the Act. PNW will continue to claim an exemption 
pursuant to Section 3(a)(l) and Rule 2 thereunder. 



File No. 070-09745 

UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D.C. 20549 

AMENDMENT NO. 1 
TO 

APPLICATION 
UNDER 

THE PUBLIC UTILITY HOLDJXG COMPANY ACT OF 1935 

FORM U-1 

PINNACLE WEST CAPITAL CORPORATION 
400 East Van Buren Street, Suite 700 

Phoenix, Arizona 85004 

(Name of company filing this statement and address of principal executive office) 

None 

(Name of top registered holding company parent) 

Herbert I. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20035 

(Name and address of agents for service) 

The Commission is requested to send copies of all notices, orders, and communications in 
connection with this Application to: 

Herbert I. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 



File No. 070-09745 

This Amendment No. 1 is being filed in order to provide the Securities and Exchange 

Commission with copies of Exhibit No. D-2 (Order of FERC) and Exhibit No. F-1 (Signed Initial 

Opinions of Counsel). 

C:\\VMDOWS\Tcmparary Internet FiIcs\OLKB350\BAP0066.doc 



File N o  070-09715 

Signature 

Pursuant to the requirements of the Public Utility Holding Company Act of 1935, as 

amended, the undersigned company has duly caused this statement to be signed on its behalf by 

the undersigned thereunto duly authorized. 

Pinnacle West Capital Corporation 

Dated: December 8, 2000 
Phoenix, Arizona 

C:\\\THDOWS\Ttrnporary Lntcmtt Fiits\OLKB350\BAP00GG.doc 

Its: Treasurer 



UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

Before Commissioners: James J. Hoecker, Chairman; 
William L. Massty. Linda Breaditt, 
and Curt HCbert. Jr. 

Arizona PubIic Service Company 
Pinnacle West Capital Corporation 
Pinnacle West Energy Corporation 

Docket NOS. EC00-118-000 
and ECOO- 1 18-00 1 

ORDER AUTHORlZING DISPOSITION 
OF JURISDICTIONAL FACILmES 

(Issued November 24,2000) 

I. Introduction 

On July 28,2000, as completed on August 23,2000, Arizona Public SeMce 
Company (APS), Pinnacle West Capital Corporation (PWCC), and Pinnacle West Energy 
Corporation (PWE) (collectively, Ap~licants), filed a joint application pursuant to section 
203 of the Federal Power Act ( P A )  requesting Commission authorization for APS to 
transfer to PWE certain jurisdictional facilities and operation agncmcnts. In addition, 
APS requests authorization to transfer certain wholesale powa sales agreements to 
PWCC. The jurisdictional facilities involved in the tnznsaction include stepup 
transfonnm and otha generation-related lrsinsmission facilities. The Commission has 
reviewed the proposed transactions under the Commission's Merga Policy Statement' 
As discussed below, we will authorize the proposed transactions as consistent with &e 
public interest. 

'16 U.S.C. 4 824b (1994), 

'hquixy Concerning the Commission's Merger Policy Under the Ftdcral Power 
Act Policy Statement, Order No. 592,61 Fed. Reg. 68,595 (19%). FERC Statutes and 
Regulations, Regulations Preambles January 1991-June 1996 131,044 (1996). 
reconsidcrab 'on d order NO. 592-A, 62 Fed. Reg. 33,341 (1997), 79 FERC 7 61,321 

11/30/2000 12:lO PM 
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Docket Nos. EC00-118-000 
and ECOO- 1 18-001 

- 2  - 

11. Backmound 

A. Description of the Partie8 

PWCC is an Arizona corporation and an exempt public utility holding company 
under the Public Utility Holding Company Act of 1935 (PUHCA).3 PWCC is the parent 
company of APS, PWE, and APS Energy Services Company, Inc. (APSES). PWCC has 
two non-utility subsidiaries, El Dorado Investment Company, an investment firm, and 
SunCor Development Company, a real estate developer. PWCC is also a power marketer 
authorized by the Commission to sell electric power at market-based rates.' P W E  is a 
subsidiary of PWCC created to own and operate wholesale generating facilities.' 

APS is an investor-owned utility engaged in generating, transmitting, and 
distributing electricity in Arizona. APS presently owns or partidy owns several 
generating units that it proposes to transfer to Pinnacle West Energy. APS is also a 
power marketer authorized by the Commission to sell electric power at market-based 
rates. 

' 

6 

8. The Prooosed Transaction 

According to the application, the proposed transaction is part of the state 
restructuring proceedings and settlement agreement under which APS agreed to divest its 
generation assets by December 3 1.2002, to an afiliate.' Applicants state the proposed 

'15 U.S.C. 79c (1994). 

4The Commission granted market-based authority to PWCC in Pinnacle West 
Capital Corporation, 91 FERC n 61,290 (2000), reh'e Dending. 

'PWE is authorized to sell power at market-based rates. See Pinnacle West 
Energy Corporation, 92 FERC 7 61,248 (2000). 

'The Commission granted market-based authority to APS in Arizona Public 
Service Company, 79 FERC 7 6 1,022 ( 1  997). 

'The Application states that the settlement approved by the Arizona Corporation 
Commission (Arizona Commission) on October 6, 1999, was intended to resolve retail 
electric competition related issues and approve unbundled tariffs. 

1of1 11/30/2000 12:34 PM 
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Docket Nos. ECOO- 1 18-000 

nansaction would allow APS to conduct business "primarily" as a wires company.* 
Applicants state that, starting in 2003, APS would be engaged only in providing regulated 
electric transmission and distribution services. The proposed transaction would enable 
PWE to conduct business as a generating company. It would sell most of the output from 
its generating facilities to PWCC, but it may also sell a portion of its output to other 
wholesale customers. As a result of this transaction, PWCC will have a marketing and 
trading department, will act as a power marketer, and will conduct trading and brokering 
functions on behalf of its subsidiaries b, APS, PWE, and APSES). Pursuant to the 
restructuring plan, under separate agreements to be filed with the Commission, PWCC 
will provide APS with all of the generation-related anciIlary services APS needs.g 

- 3  - 
and ECOO- 1 18-00 1 

Applicants claim that the proposed transaction is consistent with the public interest 
because it will not adversely affect competition, rates, or regulation and that it will 
benefit the public interest by: ( I )  finalizing the implementation of retail access in 
Arizona; (2) allowing competition in the generation markets; and (3) enabling APS to ' 
operate its transmission system as a "wires" only company." 

111. Notice and Interventions 

comments due on or before September 7,2000.' The Arizona Corporation Commission 
(Arizona Commission) filed a notice of intervention. Timely motions to intervene were 
filed by Navajo Tribal Utility Authority (Navajo) and Salt River Agricultural 
Improvement and Power District (Salt River). In addition, a group of municipal water 

Notice of the completed application was ublished in the Federal Register, with 

- 

*APS plans to be a "wires" only company once it completes its transfer of its 
nuclear generating units by the end of 2002. Until then, APS only claims that it is 
"primarily" a wires only company. &g Application at 7-8. 

APS and APS's customers will be the same as the rates in APS's Open Access 
Transmission Tariff (Open Access Tariff) until a market for ancillary sewices develops in 
Arizona. 

gApplicants state that the rates for the ancillary services PWCC will provide to 

"Application at 8. 

"65 Fed. Reg. 53,283 (2000). 

1 o f 1  11/30/2000 1235 PM 
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districts in Arizona (Arizona Districts)" and Tohono O'odham Utility Authority 
(Tohono) filed timely motions to intervene accompanied by a prote~t. '~ Tucson Elecmc 
Power Company (Tucson) and Citizens Communications Company (Citizens) filed 
untimely motions to intervene. 

and ECOO- I 1 8-00 I 

On August 30, 2000, Applicants filed an answer in opposition to the protest of 
Tohono and Arizona Districts. 

IV. Discussion 

A. Procedural Matters 

Pursuant to Rule 214 of the Commission's Rules of Practice and Pro~edure, '~  the 
Arizona Commission's notice of intervention and the timely, unopposed motions to 
intervene of Arizona Districts, Tohono, Navajo, and Salt River serve to make them paftks 
to this proceeding, In addition, due to the absence of any undue prejudice or delay, we 
will grant the late, unopposed motions to intervene of Tucson and Citizens. While rule 
2 13 (a)(2) of the Commission's Rules of Practice and Procedure" generally prohibits the 
filing of an answer to protests, we will accept Applicants' answer because it aids our 
understanding and resolution of the issues. 

5 

0 
4 o f 8  

"Arizona Districts consist of small utilities, political subdivisions, and special 
districts organized under Arizona law to provide electricity for irrigated agriculture and 
rural communities. Arizona Districts are comprised of: Aguila lrrigation DistricG 
Buckeye Water Conservation & Drainage District; Electrical District Nos. 1.3, and 6 of 
Pinal County; Electrical District No. 7 and 8 of Maricopa County; Harquahala Valley 
Power District; Maricopa County Municipal Water Conservation District No. 1; 
McMullen Valley Water Conservation & Drainage District; Roosevelt Irrigation District; 
and Tonopah Irrigation District. 

Papago Tribe of Arizona. 
'3Tohono is a subsidiary of the Tohono O'odham Nation, formerly known as the 

"18 C.F.R. Q 385.214 (2000). 

"18 C.F.R. 5385.213 (aX2) (2000). 
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B. Standard of Review Under Section 203 

-. , _.. . ,. , . ... . . . ,I- .  . w;:... . ..... C 

Section 203(a) of the FPA provides that the Commission must approve a proposed 
merger if it finds that the merger "will be consistent with the public interest." 16 U.S.C. 
8 824b(a) ( I  994). The Commission's Merger Policy Staternentl6 provides that the 
Commission will generally take account of three factors in analyzing proposed mergers: 
(a) the effect on competition; @) the effect on rates; and (c) the effect on regulation. In 
dispositions of jurisdictional facilities not involving B merger, the Commission applies 
these same factors in assessing whether to authorize such transactions." Consistent with 
these factors, we find, for the reasons discussed below, that Applicants' proposed 
bansactions are consistent with the public interest Accordingly, we will approve the 
proposed disposition of jurisdictional facilities without further investigation. 

C. Effect on Competition 

Applicants state that the proposed transaction will not have an adverse effect on 
competition in the generation or transmission markets, and no intervenor disagrees. We 
agree with Applicants' general assertion that market structure will not be adversely 
affected by the proposed transaction. We note that the proposed transaction is a transfer 
of jurisdictional facilities internal to the APS/PWCC/PWE corporate family and will not 
resuit in a net loss of competitors fiom the generation market. Thus, we find that the 
proposed transaction will not adversely affect competition. 

I 

D. Effect on Rates 

Applicants state that the proposed transaction will not adversely affect wholesale 
customers' rates. Applicants state that APS does not intend to alter its lransmission rates 
because none of the transmission assets being acquired by PWE from APS are currently 
included in APS's transmission tariff rates. Applicants state that APS serves most of its 

16& Merger Policy Statement, FERC Stats. & Regs. 1 31,044 at 30,117-18. 

See. e.& Conectiv and NRG Energy, Inc., 92 FERC 1 61,031 at 61,069-70 17 

(2000); Wisconsin Public Service Corporation and Upper Peninsula Power Company, 
9 1 FERC 1 6 1,322 at 62,108 (2000)); Wisconsin Electric Power Company, 90 FERC 
161,346 at 62.144 (2000); Wisconsin Power & Light Company, 90 FERC 7 61,347 at 

62,148 (2000). 

11/30/2000 12:11 PM 
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power customers under market-based rates or through transactions with the Western 
System Power Pool (WSPP). Applicants add that. while APS serves some wholesale 
customers under cost-based rates, all but two of those customers can choose alternative 
power suppliers. Applicants also state that they have proposed measures that will protect 
wholesale customers from any potential affiliate abuse that might arise from the 
transaction. Specifically, in the case of wholesale customers whose contracts include a 
pricing provision based on System Incremental Cost (SIC), Applicants propose to cap the 
pass-through of costs to such wholesale customers at the lesser of APS’s SIC or prices 
calculated based on the Palo Verde Index. With regard to customers whose contracts 
contain a Fuel Adjustment Clause (FAC), Applicants propose that they pay the lesser of a 
FAC calculated with inter-affiliate transactions included, or a FAC calculated with the 
inter-affiliate transactions priced not as actual but at the Palo Verde Index price for a 
similar duration, or the average of the actual corrected FAC for the same month for 1998 
or 1999.18 

Applicants also propose protection for customers taking aricillary services. 
Applicants state that PWE will sell generation-related ancillary services to PWCC at the 
rates currently charged under APS’s Open Access PWCC will, in tum, provide 
APS with its generation-related ancillary services at exactly the same charges. APS 
proposes to pass through, to customers subscribing to such ancilhy services, the rates it 
pays PWCC for these sewices under its Open Access TarifEZo 

t 

Tohono argues that APS’s SIC pricing provision will adversely impact its rates. 
Tohono argues that the Applicants have not shown how such a provision will effectively 
protect customers such as Tohono. Tohono maintains that the current SIC provision has 
been exceedingly volatile and is likely to become more volatile and unreasonable under 
Applicants’ resbucturing plan. Tohono states that this volatility occurs because the 
current costs are based on APSs generating units and that if the sales contracts and 
generating units are transferred to PWE, the SIC costs may be driven by inter-affiliate 
power purchases at negotiated rates.” 

“Application at IO. 

19PWE and PWCC reserve the right to change such rates and services as their 
costs of providing such service change, or as conditions change. 

Application at 1 I .  20 

21Tohono Protest at 3-5. 
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Arizona Districts contend that Applicants failed to provide adequate ratepayer 
protection to their customers for the sale of ancillary services. Thus, Arizona Districts 
request that the Commission approval of the transaction be conditioned on Applicants' 
customers receiving ancillary services at cost-based rates for five years under APSIS 
existing Open Access Tariff. Secondly, Arizona Districts request the Commission defer 
action in this proceeding until it reviews the Applicants' agreements to sell ancillary 
services at cost-based rates under APS's existing Open Access Tariff. Arizona Disuicts 
express concern that, although Applicants commit that the acquisition of ancillary 
services will be at APS's existing Open Access Tariff rates until a market for ancillary 
services develops in Arizona, Applicants resewe the right to propose revisions to the rates 
and conditions of ancillary services as conditions wmant. Arizona Districts maintain 
that Applicants should provide assurances that they will provide ancillary services at 
APS's existing tariff rates.'* 

2. Applicants' Resoonse 

Applicants' answer to Tohono's and Arizona Districts' protests argues that the 
protests should be rejected because the proposal to charge APS the same rate as APS 
currently is charged under its Open Access Tariff has previously been accepted by the 
Commi~sion.'~ In addition, Applicants argue that the Arizona Districts have not 
presented factual evidence that a five-year rate freeze is necessary. 

COmrmSSlO 3. n D e t e e a t i o n  . .  

The Commission frnds that the proposed transaction will not have an adverse 
effect on rates. We will accept Applicants' commitment to charge for ancillary services at 
the rates contained in APSIS Open Access Tariff.24 PWE will sell generation-related 
ancillary services to PWCC at rates identical to those APS itself pays under its Open 
Access Tariff. We note that Applicants' proposal does not raise any concerns because the 
ancillary services rates paid by PWCC are the.same as those that other customers are 
required to pay, 

-9 
'-1 

7 o f 8  

'2Arizona Districts Protest at 4-6. 

"&g Allegheny Energy Supply Company, 89 FERC 7 61,258 (1999). 

However, we note that implementation of this proposal will require timely filing 24 

under section 205 of the FPA. 
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With respect to affiliate abuse, we deny Tohono's requests to set this issue for 
hearing.2s Applhnts have proposed measures that will protect wholesale customers 
from any potential affiliate abuse associated with the transaction. These measures 
include commitments offered by APS's affiliates, and accepted by the Commission, in 
previous cases.26 Applicant reiterates here that it will continue to abide by these 
commitments. Applicants propose, in the case of wholesale customers whose contracts 
include a pricing provision based on SIC, to cap the pass-through of costs to such 
wholesale customers at the lesser of APS's SIC or prices calculated based on the Palo 
Vcrde Index. 

=7* .<> . 

Moreover, as to any adverse impact resulting fiom purchased power, we note that, 
at this juncture, these concerns are hypothetical. The customers may file complaints 
under section 206 of the FPA in the event these concerns materialize. Furthermore, 
Tohono concedes that, under their existing contract, APS is free to sell power to third 
parties and meet customers' needs through purchased power transactions and that 
customers would be charged for purchased power at the SIC. Thus, the proposed transfer 
of jurisdictional assets fiorn A P S  would not change the status quo in this regard and 
would not adversely affect customers' rates. 

E. Effect on ml atio q 

The Commission finds that the proposed transactions will not have an adverse 
effect on reguiation. We reach this conclusion because the Commission will continue to 
have jurisdiction over the wholesale transactions of APS that are being transferred to 
PWCC and PWE. Moreover, APS will continue to be subject to the Commission's 
jurisdiction and the Arizona Commission for retail sales. 

F. C-S 

Arizona Districts and Tohono request consolidation of this proceeding with that in 
Pinnacle West Energy Corporation, Docket No. ER00-33 12-000. They argue that 
consolidation is appropriate because the proceedings involve the same entity and because 
all of these dockets raise common issues of fact and law. 

-gl 

25Tohono Protest at 5.  

26PinnacIe West Capital Corporation, 91 FERC 1 61,290 at 61,998 (2000), &g 
pending &g also Pinnacle West Energy Corporation, 92 FERC 7 61,248 at 61,790-91 
(2000), m e n d i n g .  
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We see no need to consolidate this proceeding with any other proceeding, since we 
are not setting it for hearing. Moreover, we note that, on September 26,2000, the 
Commission issued an order accepting PWE’s proposed market-based rate tariff. 

Jhe Commission orders: 

(A) The motions to intervene of Arizona Districts, Tohono, Navajo, Salt River, Tucson, 
and Citizens are hereby granted, as discussed in the body of this order, 

(B) Applicants’ answer to the protests of Tohono and Arizona Districts is hereby granted. 
as discussed in the body of this order; 

(C) The proposed disposition ofjurisdictional facilities is hereby authorized. on the 
rems and conditions and for the purposes set forth in the application, as discussed in the 
body of this order; 

(D) The foregoing authorization is without prejudice to the authority of the Commission 
or any other regulatory body with respect to rates, service, accounts, valuation, estimates 
or determinations of cost, or any other matter whatsoever now pending or which may 
come before the Commission; 

(E) Nothing in this order shall be construed to imply acquiescence in any estimate or 
determination of cost or any valuation of property claimed or asserted; 

(F) The Commission retains authority under sections 203(b) and 309 of the FPA to issue 
supplemental orders as appropriate; and 

(G) Applicants sha11 promptly notify the Commission of the date the disposition of 
jurisdictional faciIities is consummated. 

B y  the Commission. 

(SEAL) 

6- wood A. Watson, Jr., 

1 of1  

Acting Secretary. 
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Securities and Exchange Commission 
450 Fifth Street, N.W. 
Washington, D.C. 30549 

Re: Pinnacle West Capital Lxporation Form U- 1 Application / Declaration 
(File No. 070-09745) 

Ladies and Gentlemen: 

We are Aizona  counsel for Pinnacle West Capital Corporation, an Arizona corporation 
(the “Conrpciny”), and are familiar with the matters relating to the “Reorganization,” as such 
term is defined in the Form U- 1 Application / Declaration (File No. 070-09745) under the Public 
Utility Holding Company Act of 1935, as amended (the “Act”), filed with the Securities and 
Exchanse Commission (the “Commission”) by the Company on September 12, 2000 (the 
”Applicrrh’on”). Capitalized terms used herein and not otherwise defined will have the meanings - given in the Application. The term “Assets,” when used herein will mean those assets actually 
contributed to Transitory Subsidiary in the Reorganization, as contemplated in the Application 
The term “Assumed Debt,” when used herein, will mean the indebtedness of A P S  actually 
assumed or agreed to be assumed by Transitory Subsidiary and ultimately by PWE in the 
Reorganization, as contemplated in the Application. Insofar as the fossil assets of A P S  may be 
acquired by PWE at different times, it is understood that the term “Reorganization,” when used 
herein. will refer only to the first transaction described herein and in the Application whereby 
P W E  acquires Assets of A P S .  We are aware that PWE may file an application with the Federal 
Energy Regulatory Commission for temporary status as an exempt wholesale generator pending 
Commission approval under the Act. As described in the Application, the Reorganization 
involves the following: 

1. The formation ofTransitory Subsidiary as a wholly-owned subsidiary of APS (the 
“Formation”); 

wmber. LEX ML’OI, a global a~soc~auon at’ Independent law firms with  members in 
chc L w e d  $rarer and 60 councr~e~ rhmushour chc world. 
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2. The contribution of the Assets and the Assumed Debt by A P S  to Transitory 
Subsidiary in exchange for the common stock of Transitory Subsidiary (the 
“ Cupitnlizntion”) ; 

3 .  The distribution of the stock of Transitory Subsidiary by APS to the Company 
(the “Spin-off’); and 

The merger of Transitory Subsidiary into PWE, with PWE surviving (the 
“Merger“). 

4. 

Among other things, we have examined: 

(a) The Application; 

(b) The parties’ corporate proceedings and the proceedings before the .Arizona 
Corporation Commission (the “ACC’) relative to the Reorganization and related 
matters; and 

(c) Such other documents and certificates (including those being delivered to you 
concurrently herewith) and such statutes, rules, and regulations as we have 
deemed relevant. 0 

In our examination of the documents referred to above, we have assumed (i) the 
genuineness of the signatures not witnessed, the authenticity of documents submitted to us as 
originals, and the conformity to originals of documents submitted to us as copies; (ii) the legal 
capacity of all natural persons executing such documents; (iii) that such documents accurately 
describe and contain the mutual understanding of the parties, and that there are no oral or written 
statements or agreements that modify, amend, or vary, or purport to modify, amend, or vary, any 
of the terms of such documents; (iv) with respect to the Assumed Debt, that each such entity 
(other than APS, PWE, and Transitory Subsidiary), and with respect to all such other documents, 
that each such entity, had the power to enter into and perform its obligations under such 
documents, and that such documents have been duly authorized, executed, and delivered by, and 
are valid, binding upon, and enforceable against, such entities; (v) that the parties to such 
documents will receive no interest, charges, fees, or other benefits or compensation in the nature 
of interest in connection with the transactions other than those that the Company has agreed in 
writing in such documents to pay; and (vi) that no fraud has occurred in connection with such 
transactions. 

Based upon the foregoing, and subject to the assumptions and conditions set forth herein, 
we are of the opinion that, in the event that the Reorganization is consummated in accordance 
with the Application: 

11‘3 I799 Y 
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1 .  

2. 

3 .  

4. 

5. 

6 .  

7.  

8. 

A11 laws of the State of Arizona applicable to the Reorganization will have been 
complied with. 

Following the Formation and the Capitalization, Transitory Subsidiary will be 
validly organized and duly existing. 

The common stock of Transitory Subsidiary issued to APS in the Formation and 
the Capitalization will be validly issued, fully paid and non-assessable, and APS, 
as the holder of such stock following the Formation and the Capitalization, and 
the Company, as the holder of such stock immediately following the Spin-off, will 
be entitled to the rights and privileges appertaining thereto set forth in the articles 
of incorporation of Transitory Subsidiary. 

PWE is validly organized and duly existing. 

The common stock of PWE to be held by the Company following the 
Reorganization will be validly issued, fuily paid and non-assessable, and the 
Company, as the holder of such stock immediately following the Merger, will be 
entitled to the rights and privileges appertaining thereto set forth in the articles of 
incorporation of PWE. 

Following the Capitalization, the Assumed Debt that is assumed effective as of 
the date of the Capitalization will be the valid and binding obligation of 
Transitory Subsidiary in accordance with its terms. Upon the effective time of the 
Merger, the Assumed Debt that is assumed effective as of the date of the Merger 
be the valid and binding obligation of PWE in accordance with its terms. 

Upon the effective time of the Spin-off, the Company will legally acquire the 
common stock of Transitory Subsidiary issued in the Capitalization. 

The consummation of the Reorganization will not violate the legal rights of the 
holders of any securities issued by the Company or any “associate company,” as 
defined in the Act, thereof. 

The opinions expressed above are subject to the following assumptions and conditions: 

(a) The Reorganization, as contemplated by the Application, will be authorized by 
the Commission. The Commission will duly enter an appropriate order or orders 
with respect to the Reorganization, as described in the Application, granting and 
permitting the Application to become effective under the Act and the rules and 
regulations thereunder and the Reorganization will be consummated in 
accordance with the Application. 

891799 8 
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(6) The Reorganization will be duly authorized and approved to the extent re 
by the governing documents and applicable federal and state laws, by the bc 
directors of each of APS, Transitory Subsidiary and PWE, and by the ComF 
the sole shareholder of APS, Transitory Subsidiary and PWE, and 
authorizations and approvals remain in full force and effect. 

Without limitation of paragraph (b) above, the board of directors of Tra 
Subsidiary will authorize the issuance of the common stock to APS 
Capitalization in accordance with Arizona law, and the number of sha 
issued will be authorized in the articles of incorporation of Transitory Subsi 

The Spin-off will be effected in accordance with Arizona law and the a 
thereof will not exceed any limitation contained in APS' articles of incorpor 

Instruments of merger will be duly and validly filed with the ACC, and sucl 
corporate formalities as are required by the laws of the State of Arizona 
consummation of the Merger will be taken, and the Merger will become ef 
in accordance with the laws of the State of Arizona. 

None of the Capitalization, the Spin-off or the Merger will constitute a fraL 
conveyance and APS will not be rendered insolvent as a result 1 

Reorganization. 

All required approvals, authorizations, consents, certificates, and orders of, 
filings and registrations with, all applicable federal and state commissio 
regulatory authorities with respect to the Reorganization will be obtained or 
as the case may be, and remain in effect (including the approval and author 
of the Commission under the Act, the Federal Energy Regulatory Comn 
under the Federal Power Act, as amended, and the rules and regu 
thereunder, and the ACC under the applicable laws of the State of Arizon, 
the Reorganization will be accomplished in accordance with all such app 
authorizations, consent, certificates, orders, filings and registrations. A P S  v 
utilize utility h n d s  to form Transitory Subsidiary or to divest itself of Tra 
Subsidiary. 

The parties will comply with, or obtain all consents, waivers and releases, 
required for the Reorganization under all applicable governing C O I  
documents, contracts, agreements, debt instruments, indentures, fran 
licenses, and permits to be listed on a schedule to be provided by the Co 
and/or any of its associate companies. 

891799 'd 
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(i) Our opinions herein are given solely with respect to the actual effectuation of the 
Reorganization, including with respect to consents, licenses, permits, filings with 
and approvals of governmental authorities that are required to effect the 
Reorganization, and no opinion is given as to whether A P S ,  the Company, 
Transitory Subsidiary, or PWE or their businesses or operations are currently in 
compliance with any laws or will be after the Reorganization or as to any 
consents, licenses, permits, filings with or approvals of any governmental body or 
agency or other person required for the ownership or operation of the Assets 
before or following the Reorganization. 

cj) The opinions set forth in paragraph 6 herein are subject to, and limited by, the 
following: 

the effect of any applicable bankruptcy, insolvency, reorganization, 
arrangement, moratorium or other similar laws relating to or affecting 
creditors rights generally; 

the effect of general principles of equity, including (without limitation) 
concepts of materiality, reasonableness, good faith and fair dealing 
(regardless of whether considered in a proceeding in equity or at law); 

the qualification that certain waivers, procedures, remedies, and other 
provisions of the documents governing the Assumed Debt may be 
unenforceable under or limited by the law of the State of Arizona; 
however, such law does not, in our opinion, substantially prevent the 
practical realization of the benefits intended by such documents; and 

% 

we express no opinion as to the effect of the law of any jurisdiction other 
than the State of Arizona wherein any creditor may be located or wherein 
enforcement of the Assumed Debt may be sought which limits the rates of 
interest legally chargeable or collectible. 

(k) No act or event other than as described herein shall have occurred subsequent to 
the date hereof that would change the opinions expressed herein. 

(1) The Reorganization will be consummated as described in the Application or with 
such changes as we have approved, and all legal matters incident thereto will be 
satisfactory .to us. With respect to required approvals of the ACC, we note that 
two parties have filed legal actions challenging the validity of the Settlement as 
approved by the ACC. However, under Arizona law, an ACC order remains in 
effect pending appeal. 

891799 8 
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(m) In giving the final opinion required by the Commission in connection with the 
Reorganization, we may rely exclusively upon opinions of other counsel to the 
Company as to certain matters, or such other counsel may provide certain of such 
opinions in separate opinion letters provided to the Commission concurrently with 
our final opinion. 

The opinions expressed herein are limited to the laws of the State of Arizona and, with 
respect to paragraphs 6 and 7, the federal law of the United States of America and we express no 
opinion on the laws of any other jurisdiction. Without limiting the foregoing, opinions herein 
relating to labor/employment or employee benefit matters, environmental matters, tax matters, 
and real estate matters are limited to the laws of the State of Arizona. The opinions expressed 
herein are based upon the law in effect on the date hereof, and we assume no obligation to revise 
or supplement this opinion should such law be changed by legislative action, judicial decision, or 
in any other manner, or otherwise to notify you of any changes in law or fact relevant to the 
opinions expressed herein. This opinion letter is rendered solely for your benefit in connection 
with the transactions described above, and this opinion letter is not to be used, circulated, quoted, 
or otherwise referred to for any other purpose. 

We hereby consent to the use of this opinion as an exhibit to the Application. 

Very truly yours, 
S&& LJ,\,, L i C  . 
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Securities and Exchange Conimission 
450 Fifth Street, N.W. 
Washington, D.C. 20549 

Re: Pinnacle West Capital Corporation 
Form U-1 ApplicatiodDeclaration 
(File No. 070-09745) 

Ladies and Gentlemen: 

We are special New Mexico counsel for Pinnacle West Capital 
Corporation, an Arizona corporation (the "Company"), in regard to certain 
matters relating to the "Reorganization," as such term is defined in the Form 
U-1 ApplicatiodDeclaration (File No. 070-09745) under the Public Utility 
Holding Company Act of 1935, as amended (the "Act"), filed with the 
Securities and Exchange Commission (the "Commission") by the Company 
on September 12, 2000 (the "Application"). Capitalized terms used herein 
and not otherwise defined will have the meanings given in the Application. 
The term "Four Corners Transfer," when used herein, will mean the transfer 
of the Four Comers Power Plant fiom APS to PWE pursuant to the 
Reorganization, as contemplated in the Application, which we have 
examined. 

APS has represented to us, and we have relied upon such 
representation, that the only business in which it is engaged in the State of New 
Mexico consists of and is limited to ownership and operation of electric 
generating units (or undivided interests therein) and electric transmission lines, 
sales of electricity at retail to BHP Navajo Coal Company (I'BHP'') solely for 
its conduct of coal mining operations on the Navajo Reservation ("BHP 
Contract"), transmission of electricity from Tucson Electric Power Company 
to the Navajo Tribal Utility Authority for resale, and wholesale transactions 
with other utilities. 

APS and PWE have represented to us, and we have relied upon such 
representation, that the only asset located in the State of New Mexico that is 
being transferred from APS to PWE pursuant to the Reorganization is the Four 
Comers Power Plant. 

Mailing Address 
PO Drawer AA 
Albuquerque NM 87103 

Main Phone 
505-346-4646 

Street Address 
Albuquerque Plaza 
201 Third NW, 12th floor 
Albuquerque NM 87102 
FRX: 505-346-1370 

414 Silver SW, 12th floor 
Albuquerque NM 87102 
Fax: 505-316-1345 
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PWE has represented to us, anG we have relied upon such 
representation, that it is not currently engaged in any business in the State of 
New Mexico, and that the only business in which it will be engaged in the 
State of New Mexico immediately following the Reorganization consists of 
and is limited to ownership and operation of electric generating units (or 
undivided interests therein) at the Four Comers Power Plant and the sale of 
power and energy at wholesale from the Plant. 

' 

The Company has represented to us, and we have relied upon such 
representation, that it is not engaged in any business in the State of New 
Mexico. 

Our opinions herein are given solely with respect to the actual 
effectuation of the Four Comers Transfer, and no opinion is given as to 
whether APS, the Company, Transitory Subsidiary or PWE, or their businesses 
or operations, are currently in compliance with any laws, or will be after the 
Reorganization, or as to any consents, licenses, permits, filings with or 
approvals of any governmental body or agency or other person required for the 
ownership or operation of the Four Comers Power Plant before or following 
the Reorganization. 

. 

Our opinions relate only to the Four Comers Transfer. In respect only 
of the laws of New Mexico, and subject to the qualifications and limitations 
with respect to this opinion letter set forth above, we are of the opinion that: 

1. The activities of MS in the State of New Mexico to 
date do not constitute it a "public utility" as that term is 
defined in the relevant laws of the State of New Mexico, 
and accordingly, no approval, authorization, or consent 
of the New Mexico Public Regulation Commission is 
required by APS for the Four Comers Transfer 
contemplated in the Application. In addition, the rates 
and charges pursuant to the BHP Contract between APS 
and BHP are not subject to regulation by the New 
Mexico Public Regulation Commission. 

2. The activities of PWE in the State of New Mexico to 
date do not, and immediately following the 
Reorganization will not, constitute it a "public utility" as 
that term is defined in the relevant laws of the State of 
New Mexico, and accordingly, no approval, 
authorization, or consent of the New Mexico Public 
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Regulation Commission is required by PWE for the 
Four Corners Transfer contemplated in the Application. 

The opinions expressed herein are limited to the laws of the State of 
New Mexico and we express no opinion about the laws of any other 
jurisdiction. The opinions expressed herein are based upon the law in effect on 
the date hereof, and we assume no obligation to revise or supplement this 
opinion should such law be changed by legislative action, judicial decision, or 
in any other manner, or otherwise to notify you of any changes in law or fact 
relevant to the opinions expressed herein. Without limitation of the foregoing, 
we express no opinion on the requirements that might become applicable upon 
the implementation of open access in New Mexico, currently scheduled to 
begin January 1, 2002. This opinion letter is rendered solely for your benefit 
in connection with the Four Comers Transfer described above, and this opinion 
letter is not to be used, circulated, quoted, or otherwise referred to for any other 
purpose. 

We hereby consent to the use of this opinion as an exhibit to the 
Application. 

Yours truly, 

KELEHER & MCLEOD, P.A. 

By: &)& # l h m & &  
Susan M. McCormack 
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Pursuant to Sections 9(a)(2) and 10 of the Public Utility Holding Company Act of 1935 

(the “Act”), Pinnacle West Capital Corporation, an Arizona corporation (“PNW”), hereby 

requests approval fiom the Securities and Exchange Commission (the “Commission”) to 

establish a new public-utility company subsidiary in connection with the proposed corporate 

reorganization (the “Reorganization”) involving the relocation of certain generation assets fiom 

Arizona Public Service Company (‘APS”), PNW’s existing public-utility company subsidiary, to 

Pinnacle West Energy Corporation (‘PWE”), another wholly-owned subsidiary of PNW, As a 

result of this Reorganization, PWE will become an “electric utility company” and a “public- 

utility company” within the meaning of the Act, and, therefore, PNW will acquire an additional 

public-utility subsidiary. (However, PWE will not become a public service corporation under 

Arizona state law.) PNW will continue to meet the requirements for an intrastate exemption 

under Section 3(a)(l) of the Act and will continue to file annual exemption statements on Form 

U-3A-2 pursuant to Rule 2 of the Commission’s regulations. 

The purpose of the Reorganization is to comply with certain requirements set forth in 

rules adopted by the Arizona Corporation Commission (“ACC”) that provide the framework for 

introduction of retail electric competition in Arizona (the “Competition Rules”), and in a final 

ACC order approving APS’ settlement with various parties with respect to implementation of the 

Competition Rules (the “Settlement”). Pursuant to the Competition Rules and the Settlement, 

APS must separate its generating assets and competitive services from its transmission and 

distribution hnctions no later than December 3 1 , 2002. PNW seeks Commission approval now, 

however, because APS intends to move a substantial portion of its generating assets to PWE 

during 2001, There may be some delays in moving particular assets from APS to P W ,  pending 
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receipt by APS of certain consents or waivers from third parties with respect to such assets, but 

most of the non-nuclear generating assets are to be moved to PWE during 2001. 

ITEM 1 DESCRIPTION OF PROPOSED TRANSACTION 

A. Description of the Parties 

1. Pinnacle West Capital Corporation: PNW was incorporated in 198 

under the laws of the State of Arizona. Through its subsidiaries, PNW is engaged in the 

generation, transmission, and distribution of electricity and the sale of energy services. Also 

through subsidiaries, PNW is involved in real estate development and in venture capital 

investment. On December 31, 1999, PNW employed approximately 7,534 people, including the 

employees of its subsidiaries. Of these employees, 6,234 were employees of its existing public- 

utility subsidiary, APS, and employees assigned to joint projects of APS where APS serves as a 

project manager. PNW’s principal executive offices are located at 400 East Van Buren, Phoenix 

Arizona 85004. PNW is currently a public-utility holding company exempt from the provisions 

of the Act, except Section 9(a)(2), by reason of its filing of annual exemption statements on Form 

U-3A-2 pursuant to Rule 2 of the Commission’s regulations. 17 C.F.R. 9 250.2(a). PNW’s 

direct, wholly-owned subsidiaries are described below and a copy of PNW’s most recent Form 

U-3A-2 is attached as Exhibit G- 1. 

2. Arizona Public Service Company: APS is a public-utility company 

incorporated in 1920 under the laws of the State of Arizona. APS is a wholly-owned subsidiary 

of PNW. APS’ principal executive offices are located at 400 North Fifth Street, Phoenix Arizona 

85004. APS provides retail electric services principally in the State of Arizona and is actively 

engaged in the competitive wholesale electric markets. APS is subject to regulation by the ACC 
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with respect to retail rates, accounting, service standards, service territory, issuances of securities, 

siting, of generation and transmission projects and various other matters. 

APS is also subject to the jurisdiction of the Federal Energy Regulatory Commission 

(“FERC”) under Parts I, 11, and 111 of the Federal Power Act for certain phases of its business, 

including regulation of its rates relating to wholesale sales of energy and interstate transmission, 

licensing its hydroelectric stations, accounting, and certain other matters. APS ’ current business 

structure consists of three primary business units: generation; power marketing; and 

transmission/distribution. The following briefly describes these business units. 

a. Generation -- APS currently owns or leases generating facilities with a 

total accredited capacity of approximately 4,000 megawatts. The fuel mix of APS’ generation 

capacity is 41.8% coal; 31.5% gas or oil; 26.5% nuclear; and less than 1% other. APS’ sources 

of energy during 1999 were approximately 56.8% fiom its own generation resources and 

approximately 43.2% from purchased power. The Reorganization involves the relocation of a 

substantial portion of APS’ generating facilities and related facilities, as well as the transfer of 

certain of the employees of APS’ generation business unit. The generating assets being moved to 

PWE during 2001 are briefly described below.’ Also, attached, as Exhibit E-1, is a map showing 

the location of each of APS’ generation facilities. 

1 In addition to the generating facilities to be moved duriiig 2001, APS also o m s  or leases an hteresi iii the 
Palo Verde Nuclear Generating Station (“PVNGS”), a three-unit nuclear generating facility located in Wintersburg, 
Arizona approximately 55 miles west of Phoenix, Arizona. The total accredited capacity of PVNGS is 3,733 
megawatts, of which APS owns or leases 29.1%, or approximately 1,086 megawatts. APS is also the operator of the 
facility. There are six other co-owners of PVNGS, which collectively own or lease the remaining 70.9%. 
Ownership is in the form of a co-tenancy, and the co-owners are not affiliates of one another. APS operates 
PVNGS pursuant to an agreement in which each owner pays its proportionate share of the cost of operating the 
facility. While the Reorganization involving APS’ non-nuclear generating facilities is contemplated to occur during 
2001, APS does not plan to move its interest in PVNGS to PWE until 2002. The delay in moving the nuclear assets 
is to ensure additional time to adequately address complicated contractual arrangements, such as sale and leaseback 
provisions between APS and certain owner trusts to which APS has sold and leased back a poition of its interest in 



3) . 7, Four Co 

Four Comers is a five-unit coal fired power plant located near Farmington, New Mexico 

on the Navajo Reservation. The property underlying the plant is held under easements granted 

by the federal government and under leases from the Navajo Nation. Units 1 , 2  and 3 have an 

accredited capacity of 560 megawatts. These units are 100% owned and operated by APS. Units 

4 and 5 have an accredited capacity of 1,480 megawatts; APS owns 15% of units 4 and 5 ,  or 222 

megawatts. The remaining interests in units 4 and 5 are co-owned by five other entities. 

Ownership of units 4 and 5 is through a co-tenancy arrangement, and the co-owners are not 

affiliates of one another. APS operates Four Comers units 4 and 5 pursuant to an agreement in 

which each owner pays its proportionate share of the operating cost. 

Cholla Power Plant (“Cholla”): 

Cholla is a four-unit coal-fired power plant located in Navajo County approximately 200 

miles northeast of Phoenix, Aizona. Units 1 ,2  and 3 have an accredited capacity of 615 

megawatts. These units are 100% owned and operated by APS. Unit 4 has an accredited 

capacity of 380 megawatts; unit 4 is 100% owned by another unaffiliated entity. APS is also the 

operator for this unit. 

Navajo Power Plant (VJavajo”): 

Navajo is a three-unit coal-fired plant located south of Page, Arizona. The total accredited 

capacity for the plant is 2,250 megawatts. A P S  owns 14%, or 3 15 megawatts of this piant. The 

remaining interests in the plant are co-owned by five other entities which are not affiliated with 

APS. APS does not operate Navajo. 

PVNGS Unit 2 and the PVNGS common facilities. There are also certain financial and economic considerations 
that must be resolved before the nuclear assets can be moved to PWE. 
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Sagiaro Power Plant V‘SaPuaro”): 

Saguaro is a four-unit power plant consisting of two gadoil-fired steam units and two 

gadoil-fired combustion turbine units and is located 30 miles north of Tucson, Arizona. The total 

accredited capacity for the plant is 3 19 megawatts. Steam units 1 and 2 have a combined 

capacity of 209 megawatts, and the two combustion turbines have a combined capacity of 110 

megawatts. This plant is 100% owned and operated by APS. 

Ocotillo Power Plant V‘Ocotillo”); 

Ocotillo is a six-unit multi-fueled generating plant located in Tempe, Arizona. Two units 

are gadoil-fired steam units; two units are gadoil-fired combustion turbines; and two units are 

solar. The total accredited capacity for steam units 1 and 2 is 226 megawatts; for combustion 

turbine units 1 and 2, the accredited capacity is 110 megawatts; and for solar units 1 and 2, the 

7 0 accredited capacity is 172 kilowatts. This plant is 100% owned and operated by APS. 

Yucca Power Plant ( C C  Yucca 93). , 

Yucca is a five-unit gadoil combustion turbine plant located near Yuma, Arizona. The 

accredited capacity of units 1,2, 3 and 4 is 147 megawatts. These units are 100% owned and 

operated by APS. Unit 5 and a separate steam unit are owned by a separate, unaffiliated entity 

but operated by APS. 
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West Phoen ix Power Plant (‘‘West Phoenix”b 

West Phoenix is a six-unit gadoil-fired steam, combustion turbine, and combined cycle 

generation plant located in Phoenix, Arizona. Combustion turbine units 1 and 2 have an 

accredited capacity of 110 megawatts; combined cycle units 1 ,2  and 3 have an accredited 

capacity of 255 megawatts; and steam units 4,5 and 6 have an accredited capacity of 108.3 

megawatts. AJ?S owns or leases and operates 100% of West Phoenix and is entitled to 100% of 

the output. 

. .  Pougla -Power: 

DougladFairview is a single combustion turbine unit with a capacity rating of 16 

megawatts located near Douglas, Arizona. Douglas/Fairview is 100% owned and operated by 

APS . 

Solar Power Plan tS 

APS also owns a number of solar units that will be moved to PWE as part of the 

Reorganization. These solar units are located around the state (primarily in the Phoenix 

metropolitan area) and have a total combined capacity rating of 1 megawatt. 

b. Power Marketing -- APS’ Power Marketing and Trading division 

(“Power Marketing”) primarily engages in the sale and purchase of electric capacity and energy 

in the wholesale market. Power Marketing sells excess power from APS’ generation facilities 

and also purchases energy fi-om other entities to meet APS’ requirements to supply retail and 

wholesale customers. Power Marketing also engages in hedging transactions in forward markets 

for electricity and fuel and in the purchase and sale of emission allowances as part of APS’ effort 

to manage risks associated with its generation and distribution activities. The ACC Competition 

6 



Rules and Settlement contemplate that as a competitive asset, APS would also move its Power 

Marketing division to an affiliate. Accordingly, on October 1,2000, Power Marketing became a 

division of PNW.2 

c. TransrnissiodZlistribution -- APS owns and operates approximately 

5,296 iniles of transmission lines, of which all but 140 miles are located within the State of 

Arizona. APS’ transmission was built primarily to bring generation from its power plants to its 

retail electric loads in Arizona. Ownership and operation of APS’ transmission facilities is 
* ^  
1. 

subject to regulation by FERC. Transmission rates are prescribed by FERC and the use of and 

access to the transmission system is subject to FERC’s open access requirements set forth in 

FERC Order No. 888. As of December 31, 1999, APS’ distribution system served 

approximately 827,000 electric retail customers in its service territory within the State of 

Arizona. APS provides distribution services in 1 1 of Arizona’s 15 counties, including the 

metropolitan Phoenix area. Pursuant to the Settlement approved by the ACC in 1999, which is 
a 

more l l l y  discussed below, retail rates have been set until July 1,2004, subject to conditions or 

circumstances which constitute an emergency. APS’ transmission and distribution business will 

remain with APS under the Reorganization. 

PNW itself did not become an electric utility company when this occurred. The Commission and Staff 2 

have both recognized, on numerous occasions, that marketing activities are not utility activities under the Act. &e, 
x, UNITIL, Holding Company Act Release No. 26650 (Jan. 21, 1997); SEI Holdings. Inc., Holding Company Act 
Release No. 26581 (Sept. 26, 1996); Sunoco Power Marketine. L.L.C., SEC No-Action Letter, 1997 SEC No-Act. 
LEXIS 785 (July 24, 1997); Enron Cauital& Trade Resources Corn., SEC No-Action Letter, 1997 SEC No-Act. 
LEXIS 287 (Feb. 13, 1997); Eastex Power Marketing. Inc., SEC No-Action Letter, 1996 SEC No-Act. LEXIS 536 
(Apr. 30, 1996); LG&E Power Markethe. Inc., SEC No-Action Letter, 1996 SEC No-Act. LEXIS 510 (Apr. 26, 
1996); Coral Power. L.L.C., SEC No-Action Letter, 1996 SEC No-Act. LEXIS 3 14 (Feb. 22, 1996); AIG Trading 
COTI)., SEC No-Action Letter, 1995 SEC No-Act. LEXIS 195 (Jan. 20, 1995); Inter-Coast Power Marketing Co., 
SEC No-Action Letter, 1994 SEC No-Act. LEXIS 886 (Dec. 6,1994); Electric Clearinghouse, Inc., SEC No-Action 
Letter, 1994; SEC No-Act. LEXIS 452 (Apr. 13,1994); CRSS Power Marketine. Inc., SEC No-Action Letter, 1994 
SEC No-Act. LEXIS 431 (Mar. 31, 1994). 



3. Pinnacle West Energy Corporation: PWE was incorporated in Arizona on 

September 27, 1999 under the laws of the State of Arizona. PWE is a wholly-owned subsidiary 

of PNW. PWE was organized primarily to engage in the business of developing, owning, and 

operating generation plants used for the production and sale of wholesale energy. Currently, 

PWE is engaged in the development of approximately 2,600 megawatts of generating capacity in 

the State of Arizona and operations in other states are contemplated, too; however, PWE is not 

currently an electric utility company or a public-utility company within the meaning of the Act. 

Upon consummation of the Reorganization described herein and the subsequent relocation of 

APS’ nuclear generating facilities, PWE will own or lease the generation facilities currently 

owned or leased by APS and will assume U S ’  responsibilities as operator of the facilities 

described above, with the exception of the Navajo Generating Station, which will continue to be 

operated by another, unaffiliated entity.3 PWE’s principal place of business is 400 North Fifth 

Street, Phoenix, Arizona 85004. 

4. APS Energy Services Company, Inc. ((‘APSES”): APSES is an Arizona 

corporation formed in 1998. APSES is a wholly-owned subsidiary of PNW. APSES was 

organized as a retail power marketer to provide retail energy and related retail energy services to 

customers throughout Arizona, California, and other states that have instituted retail direct 

access. APSES does not own or control electric power generation, transmission, or distribution 

fa~ilities.~ APSES’ principal place of business is 400 East Van Buren Street, Phoenix, Arizona. 

3 In the future, PWE may also acquire or develop other generating assets. To the extent necessary for PNW 
to maintain its intrastate exemption, PWE may establish exempt wholesale generator (“EWG) subsidiaries to own 
andor operate future assets that may be located out of state. 

4 APSES is not an “electric utility company” or a “public-utility company” as those terms are defrned in the 
Act. See, g&, b, SEC No-Action Letter (1997). 
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5. SunCor Development Company (“SunCor”): SunCor was incorporated in 

1965 under the laws of the State of Arizona. SunCor is a wholly-owned subsidiary of PNW. 

SunCor is engaged in commercial and residential real estate development. SunCor is not 

engaged in generating, transmitting, distributing or selling electric energy and will not be 

affected by the Reorganization. SunCor’s principal place of business is 3838 North Central, 

Suite 1500, Phoenix, Arizona 85012. 

5’ 6. El Dorado Investment Company (“El Dorado”): El Dorado was 

incorporated in 1983 under the laws of the State of Arizona. El Dorado is an investment 

company and wholly-owned subsidiary of PNW. El Dorado is not engaged in the business of 

generating, transmitting, distributing, or selling electric energy and will not be affected by the 

Reorganization. El Dorado’s principal place of business is 400 East Van Buren Street, Suite 800, 

Phoenix, Arizona 85004. 

B. Regulatory Background 

The Reorganization is being undertaken in accordance with the Competition Rules and 

Settlement. Specifically, in Arizona, the ACC has adopted the Competition Rules to expedite the 

transition to retail electric competition. Among other things, the Competition Rules required that 

APS separate its generation assets and competitive business activities from its transmission and 

distribution finctions. In 1999, the ACC approved the Settlement between APS and several 

customer groups and consumer advocates resolving retail electric competition-related issues and 

approving unbundled tariffs.’ Under the terms of the Competition Rules and the Settlement, 

retail choice for APS’ retail customers is being phased-in. All of APS’ retail customers will be 

5 The ACC order approving the Settlement is attached as Exhibit D-4. 
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entitled to choose their retail power supplier beginning January 1,200 1 .6 The retail rates of 

customers that continue to take l l l y  bundled service from APS and do not choose an alternative 

supplier will be subject to planned rate reductions that will continue until July, 2004.’ Under the 

Settlement, APS is entitled to apply for a change in the agreed upon rate reductions only in the 

event of an emergency or a material change in its cost of service as a result of specified 

extraordinary events. The Settlement also requires APS to complete separation of its generation 

assets by December 3 1, 2002.8 

& Exhibit D-4. 
& Exhibit D-4. 
& Exhibit D-4. 

6 

7 
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C. The Reorganization 

PNW and APS propose to undertake the Reorganization pursuant to the arrangements 

described in the Term Sheet: attached as Exhibit B-1 hereto. 

The principal transactions associated with the Reorganization are described below. As 

previously mentioned, APS and PWE are both currently direct, wholly-owned subsidiaries of 

PNW. APS and PWE will be the only two “public-utility company” (as defined in the Act) 

subsidiaries of PNW upon the completion of the Reorganization. It is contemplated that the 

following transactions will occur during 2001 : First, APS will contribute the bulk of its fossil 

and solar generating facilities, assets and related operational agreements to one or more of these 

newly-formed subsidiaries (hereafter “Transitory Subsidiaries”) which will be wholly-owned by 

APS. This transaction is intended to qualify as a tax-deferred reorganization under Internal 

0 
Revenue Code (“IRC”) Section 368(a)(l)(D). Second, APS will distribute or cause to be 

distributed all of the stock of each Transitory Subsidiary to PNW in a transaction intended to 

qualify as a tax-deferred spin-off under IRC Section 355. Third, under state law, the Transitory 

Subsidiaries will then be merged into PWE (with PWE as the surviving entity) in a transaction 

intended to qualify as a tax-deferred statutory merger under IRC Section 368(a)(l)(A). It is 

contemplated that the three aforementioned transactions will occur simultaneously. 

When the Reorganization is complete and APS’ nuclear generating assets have been 

moved to PWE, APS’ existing divisional structure in which its electric utility operations are 

divided along functional lines will be formalized, and separate corporate entities will engage in 

the transmissioddistribution of electricity and the generation of electricity. APS will become a 

9 Although the term sheet indicates that the Reorganization will take place “on or before January 1,2001,” 
the Reorganization is now contemplated to occur during 2001, 
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“wires” company and continue to own and operate its existing electric transmissioil/distribution 

system, and PWE will become a “generating” company and will own or lease and operate A P S ’  

existing generation assets and sell the output from these assets at wholesale to Power Marketing. 

Power Marketing, in turn, is expected then to sell power to APS and other non-affiliated power 

purchasers. APS will continue to provide transinission and distribution seilrices at regulated 

rates, as well as provide energy to those retail customers in APS’ existing service territory that do 

not elect to use an alternate retail power supplier. A diagram of PNW’s corporate structure, after 

the Reorganization is complete and the nuclear generating facilities have been moved to PWE, is 

shown on Appendix B to Exhibit D-1 attached hereto. 

Consummation of the Reorganization is subject to certain conditions as stated in the Term 

Sheet attached as Exhibit B-1 . Principally, these conditions include: (a) the approval of the 

Commission under Section 9(a)(2) of the Act; (b) approvals of FERC under Sections 203 and 

205 of the Federal Power Act 16 U.S.C. 55824b and d (1994); and (c) consents and waivers of 

certain third parties with respect to contracts associated with the generation assets. The approval 

of the ACC has already been granted. lo No PNW shareholder approval is required in connection 

with the Reorganization. Although APS does not believe that shareholder approval is required 

for the Reorganization, the approval of its sole shareholder is being obtained.” The approval of 

APS’ Board of Directors was obtained prior to the end of 2000. 

l o  Approval from the Nuclear Regulatory Commission (“NRC“) will be obtained in connection with the 
movement of APS’ interest in its nuclear generating assets, which will occur by year-end 2002. No NRC approval, 
however, is necessary in connection with the Reorganization involving APS’ non-nuclear generating facilities. 
Approval of some plant participants may also be required. 
I I  As a wholly-owned subsidiary of PNW, APS’ only shareholder is PNW. 
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D. 

The principal purpose of the Reorganization and the subsequent relocation of APS’ 

Purpose and Anticipated Effects of the Reorganization 

nuclear generating facilities to PWE is to assure compliance with the provisions of the 

Competition Rules and the Settlement and provide PNW with increased financial, managerial, 

and organizational flexibility which will enable APS and PWE to effectively compete in a 

restructured utility industry. After extensive investigation and analysis, PNW has determined 

that the proposed Reorganization offers the best means of positioning the PNW system for future 

changes and opportunities and will enable PNW to take advantage of emerging business 

opportunities and manage risks to the benefit of both shareholders and customers. The 

Reorganization is the frst step in a clear functional and corporate separation between P W ’ s  

competitive generation business, and its distribution and transmission business, enabling each 

company to focus its resources on more clearly defined product markets and services. The intent 

of the Reorganization and subsequent relocation of APS’ nuclear generating facilities is to create 
% 0 

a financially sound and responsive utility system which can provide utility services effectively 

and efficiently. Additionally, the corporate division along functional lines will provide a better 

structure for regulators to assure that there is no cross-subsidization of costs or transfer of 

business risk from the competitive generation business to the fully-regulated 

transmissioddistribution business. Moreover, this type of corporate division of utility 

operations along fbnctional lines is becoming a highly-desirable form of conducting both a 

regulated transmissioddistribution business and a competitive generation business. 

The Reorganization will have no adverse effect on APS’ existing electric utility 

operations. The Reorganization will not cause substantive changes in PNW’s ultimate interest in 

existing utility businesses and will not involve the transfer or acquisition of any additional utility 
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assets beyond those currently held by APS or those which may be developed or acquired by 

PWE in the future. The managers and employees in PhW’s existing utility operations will 

continue to perform their existing functions -- either as employees of APS, the 

transmissioddistribution company, or as employees of PWE, the generating company. Thus, 

even though day-to-day utility operations would not be affected, the benefits discussed above 

will accrue to PNW and its customers and shareholders as a result of the Reorganization and the 

subsequent relocation of APS’ nuclear generating facilities to PWE. 

E. Additional Information 

No associate company or affiliate of PNW or APS, or any affiliate of any associate 

company of PNW or APS, has any direct or indirect material interest in the proposed 

Reorganization except as stated herein. 

ITEM 2 FEES, COMMISSIONS AND EXPENSES 

The fees, commission and expenses to be paid or incurred by PNW and APS in 

connection with the Reorganization are estimated as follows: 

Auditors’ Fee * 
Legal Fees * 
Miscellaneous * 

Total * 

..................................................................................................................... 
.......................................................................................................................... 

..................................................................................................................... 
....................................................................................................................... 

* To be filed by amendment 
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Sections 9(a)(2) and 10 of the Act are applicable to the proposed Reorganization. As a 

result of the proposed Reorganization, PNW will have two wholly-ownedy public-utility 

company subsidiaries, APS and PWE. Section 9(a)(2) of the Act requires Commission approval 

before a person may acquire more than 5% of the outstanding voting securities of more than one 

“public-utility company.” The standards for approval of a transaction under Section 9(a)(2) of 

the Act are set forth in Section 10 of the Act. The relevant standards under Section 10 are set 

forth in Section loco), lO(c) and lO(f). 

3% 

For the reasons explained below, the Commission should approve the Reorganization 

pursuant to Section 9(a)(2) of the Act because it complies with the applicable standards of 

Section 10. PNW respectfully requests that the Commission issue an order approving the 

Reorganization by March 1,2001, so that PNW has sufficient time to complete the 

Reorganization during 2001 . I 2  PNW anticipates moving most of the assets and personnel during 

2001,13 and believes that the time between the requested approval date of March 1,2001, and the 

contemplated Reorganization is necessary to allow the transfer of personnel and to implement 

other aspects of the Reorganization. 

* 

A. 

Section 9(a)(2) makes it unlawful, without approval of the Commission under Section 10, 

Approval of the Reorganization under Section 9(a)(2). 

“for any person . . . to acquire, directly or indirectly, any security of any public-utility company, 

if such person is an affiliate . . . of such company and of any other public utility or holding 

l 2  

intends to file an application with FERC for EWG status and limit its activities exclusively to the ownership and 
In the event the Commission does not issue its order prior to the anticipated date of Reorganization, PWE 
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company, or will by virtue of such acquisition become such an affiliate.” By virtue of the 

proposed Reorganization, PNW will own more than 5% of the outstanding voting securities of 

two “public-utility companies” (APS and PWE) thus becoming an affiliate of both of these 

public-utility companies. Under Section 2(a)(5) of the Act, a “public-utility company” is an 

“electric utility company” or a “gas utility company.” Under Section 2(a)(3) of the Act, an 

“electric utility company” is defined as “any company which owns or operates facilities used for 

the generation, transmission, or distribution of electric energy for sale . . . .” Upon completion of 

the Reorganization, PWE will own and operate certain of APS’ existing facilities for the 

generation of electric energy for sale, and APS will continue to own and operate its existing 

facilities for the transmission and distribution of electric energy for sale, as well as its nuclear 

generating facilities. Therefore, both PWE and APS will be public-utility companies within the 

meaning of the Act. 
* 

1. Section lo@) 

Section 1O(b) provides that the Commission shall approve an acquisition pursuant to 

Section 9(a)(2) unless the Commission finds that: 

(1) such acquisition will tend towards interlocking relations or the concentration of 
control of public-utility companies, of a kind or to an extent detrimental to the 
public interest or the interest of investors, or consumers; 

(2) in case of the acquisition of securities or utility assets, the consideration, including 
all fees, commissions, and other remuneration, to whomsoever paid, to be given, 
directly or indirectly, in connection with such acquisition is not reasonable or does 
not bear a fair relation to the sums invested in or the earning capacity of the utility 
assets to be acquired or the utility assets underlying the securities to be acquired; 
or 

operation of eligible facilities and sale of power at wholesale in order to maintain EWG status until the Commission 
issues an order approving the Reorganization. 
” As noted above, certain generating assets, such as PVNGS, may be moved to PWE at a later date. 
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(3) such acquisition will unduly complicate the capital structure of the holding- 
company system of the applicant or will be detrimental to the public interest or 
the interest of investors or consumers or the proper functioning of such holding- 
company system. 

PNW respectfully submits that no adverse findings should be made under any of these 

provisions. 

a. (‘Detrimental Interlocking Relations” or “Concentration of 
Control” -- Section lO(b)(l) 

Consistent with Section 10(b)(l) of the Act, PNW submits that the Reorganization will 

not tend towards interlocking relations or the concentration of control of public-utility 

companies, of a kind or to an extent detrimental to the public interest or the interest of investors 

or customers. The Reorganization involves the first step in the ultimate segregation of APS’ 

existing utility assets and operations along functional lines into a generation company (PWE) and 

a transmission and distribution company (APS). 
$ 

While there may be certain common directors and officers of PNW and the public-utility 

subsidiaries, these relations normally exist in public-utility holding company systems among 

affiliated and associated companies and should not be considered detrimental to the public 

interest or the interest of investors or consumers. See Central Maine Power Company. et al., 

Holding Co. Act Release No. 26903 (Aug. 7, 1998); CIPSCO. Inc., Holding Co. Act Release No. 

25152,47 SEC Docket 174 (Sept. 18, 1990). 

Similarly, the Reorganization should not, within the meaning of Section 10(b)( I), be 

deemed to tend towards any “concentration of control of public-utility companies” that might be 

detrimental to the public interest, consumers or investors. The Reorganization will not involve 

the acquisition or control of any utility assets or operations which are not already owned or 

controlled by PNW or its existing public-utility subsidiary, A P S ,  or being developed by PWE, 
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and “will therefore have no effect on the concentration of control of public-utility companies.” a 
Central Maine P ower ComD anv. et aL , Holding Co. Act Release No. 26903 (Aug. 7, 1998); 

accord BEC Enerm. et al,, Holding Co. Act Release No. 26874 (May 15, 1998); Energy E ast 

Corp,, Holding Co. Act Release No. 26834 (March 4, 1998); Wisconsin En e r w  Corp., Holding 

Co. Act Release No. 24267 (Dec. 18,1996). 

b. Fairness of Consideration and Fees -- Section 10(b)(2) 

*’ 
*.” Section 10(b)(2) of the Act requires the Commission to determine whether the 

consideration paid in connection with a proposed acquisition of securities is reasonable and bears 

a fair relation to the investment in and earning capacity of the utility assets underlying the 

securities being acquired. 

The generating assets will be recorded on the books of P W  at net book value. In 

addition, PWE will assume certain outstanding debt associated with the generating assets being 

moved. The valuation of PNW’s investment in the securities of PWE and A P S  will be adjusted 

accordingly to reflect the movement of these assets and the associated debt to PWE. l4  

Specifically, PWE will assume APS’ rights and obligations with respect to approximately $180 million in 
pollution control bonds issued by Navajo County, Arizona, Pollution Control Corporation and Coconino County, 
Arizona, Pollution Control Corporation. These two series of bonds were issued by the respective pollution coiitrol 
corporations under two separate Indentures of Trust dated as of August 1,1993 between the issuer and an 
independent trustee. In each case, the issuer loaned the proceeds of the bonds to APS under a Loan Agreement 
dated as of August 1,1993, and APS is responsible to repay the loan by making payments on the bonds when due. 
APS’ obligations are secured by First Mortgage Bonds issued by APS and delivered to the Trustee for the pollution 
control bonds. At the time generating assets are moved to PWE, APS will assign its rights and obligations under the 
Loan Agreements to PWE, and PWE will assume such obligations. APS will remain primarily liable for such 
obligations and the First Mortgage Bonds wilI remain outstanding. 

PWE will also assume APS’ obligations under another approximately $60 million of pollution control bond 
debt, releasing APS from such obligations. No bondholder consent is required in connection with PWE’s 
assumption of this debt. However, APS must give advance notice to the bondholders and any bondholder who does 
not wish to continue to hold the bonds may tender its bonds for purchase. In addition, if the issuance of a new letter 
of credit in substitution for the existing letter of credit supporting the bonds causes the ratings on the bonds to be 
lower than the existing rating, the bonds will be subject to a mandatory tender on the substitution date, and all the 

14 

bonds will be subject to mandatory repurchase and remarketing on that date. 
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Since the Reorganization involves an entirely intra-company movement of existing assets 

fiom one wholly-owned subsidiary to another and not the acquisition of new assets or securities, 

PNW believes that the valuation established for purposes of this asset transition is reasonable and 

bears a fair relationship to the sums invested in the assets. PNW, as the sole owner of both A P S  

and PWE, can expect to earn a fair return on its investment in APS and its investment in PWE. 

An estimate of the fees and expenses to be paid in connection with the Reorganization is 

stated in Item 2 above. Such fees and expenses will be reasonable and customary for a 

transaction of this kind and will not be material when measured against PNW’s consolidated 

book value or the earning capacity of its assets. &g, u, Enerw East Corp, , Holding Co. Act 

Release No. 27128 (Feb. 2,2000). 
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c. Complication of Capital Structure -- Section 10(b)(3) 

Section 10(b)(3) of the Act requires the Commission to determine whether the transaction 

will unduly complicate the capital structure of the PNW system, be detrimental to the public 

interest, the interest of the investors or consumers, or the proper hct ioning of the holding- 

company system. No such effect will result from the Reorganization. 

The Reorganization will not involve the creation of any ownership interests other than 

those necessary to maintain the basic corporate relationships of the reorganized holding-conipany 

system. Pursuant to the Reorganization, PNW will continue to be the only issuer of publicly 

owned equity securities in the system. PNW will continue to own all of the outstanding common 

stock of PWE, APS, and PNW’s existing non-utility subsidiaries; there will be no minority 

equity interest in any of PNW’s public-utility subsidiaries. As noted above, certain pollution 

control bonds issued by APS will be assumed by PWE, but this will in no way complicate the 

capital structure of PNW, APS, or PWE. This type of capital structure is typical of a 

contemporary holding company system and is within the traditional standards of the Act. 

Moreover, the Reorganization is a significant step toward the ultimate goal of creating 

separate entities to perform PNW’s transmissioddistribution business and its generation business 

in compliance with the ACC’s Competition Rules and the Settlement. Consequently, because 

the Reorganization does not complicate the capital structure of PNW, APS, or PWE, the 

standards of Section 10(b)(3) of the Act are satisfied. 
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2. Section 1O(c) 

The relevant provisions of Section 1O(c) of the Act state that the Commission shall not 

approve: 

(1) an acquisition of securities or utility assets, or of any other interest, which is 
unlawful under the provisions of Section 8 or is detrimental to the carrying out of 
the provisions of Section 1 1 ; or 

the acquisition of securities or utility assets of a public-utility or holding 
company unless the Commission finds that such acquisition will serve the public 
interest by tending towards the economical and the efficient development of an 
integrated public-utility system . . . . 

(2) 

APS and PNW respectfully submit that no adverse determination should be made under either of 

these provisions. 
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a. Significant Benefits - Section lO(c)(l) 

Section lO(c)(l) prohibits an acquisition of securities which is “unlawful under the 

provisions of Section 8” or “detrimental to the carrying out of the provisions of Section 1 1 .” By 

their express terms, Sections 8 and 11 apply only to registered holding companies and do not 

apply to exempt holding companies. After the Reorganization, PNW will continue to be exempt 

from all provisions of the Act, except Section 9(a)(2), pursuant to Section 3(a)( 1) of the Act since 

PNW and its utility subsidiaries, APS and PWE, will each be predominantly intrastate in 

character, carry on their businesses substantially in Arizona, and be organized in Arizona. 

Accordingly, Section 8 of the Act is inapplicable to the Reorganization. 

For the purposes of the Commission’s review of the proposed reorganization of a holding 

company, the relevant provision of Section 11 is Section 1 l(b)(2), which requires the 

Commission to find that “the corporate structure . . . of any company in the holding-company 

system does not unduly or unnecessarily complicate the structure . . . of such holding-company 

system.” In that connection, the Commission has construed this requirement, “to mean that the 

structural change must result in significant benefits to the holding-company system.” CIF’SCO 

Inc., Holding Co. Act Release No. 25152,47 SEC Docket at 178 (Sept. 18, 1990); accord Central 

Maine Power Comuanv. et al., Holding Co. Act Release No. 26903 (Aug. 7, 1998); BEC Enerev, 

U, Holding Co. Act Release No. 26874 (May 15, 1998); Energv East Corp., Holding Co. Act 

Release No. 26834 (March 4, 1998). 

As discussed above in Section D of Item 1 , the corporate structure resulting from the 

Reorganization will yield significant benefits. Most importantly, the Reorganization and 

subsequent move of APS’ nuclear generating facilities to PWE will enable APS to implement the 

requirements of ACC Competition Rules and Settlement. In addition, segregation of the separate 
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utility functions into separate corporations dedicated solely to those hc t ions  will: (1) enable 

tlie executives, officers, and managers of APS and PWE to concentrate on the delivery of cost 

efficient and effective utility services responsive to the needs of customers; (2) allow PNW’s 

subsidiaries and affiliates to be more competitive in their businesses; (3) segregate the financial 

and legal risks associated with those businesses; (4) ensure that there is no cross-subsidization of 

costs or business risk; and (5) aid the investment community in analyzing and valuing individual 

lines of business. In cases involving corporate reorganizations or the formation of holding 

companies, the Commission has held that the existence of these kinds of potential benefits 

satisfies tlie statutory standard of Section lO(c)(l). See. e.g, Central Maine Power Company, 

Holding Co. Act Release No. 26903 (Aug. 7, 1998); Atlanta Gas Light Company , Holding Co. 

Act Release No. 26482,61 SEC Docket 1057 (March 5,1996); SIGCORP. Inc,, Holding Co. Act 

Release No. 2643 1, 60 SEC Docket 90 (Dec. 14, 1995); PP&L Resources. Inc., Holding Co. Act 

Release No. 26248, 58 SEC Docket 2634 (March 10, 1995); CIPSCO Tnc,, Holding Co. Act 

Release No. 25152,47 SEC Docket 174 (Sept. 18, 1990); W i s c o d  Energy Cop, , Holding Co. 

Act Release No. 24267 (Dec. 18, 1996). 

b. Economics and Efficiencies of an Integrated System - 
Section 1O(c)(2) 

Under Section lO(c)(Z), the Commission must find that the Reorganization tends towards 

the economical and efficient development of an integrated public utility system. PNW 

respectfully submits that this standard is met in this case. 
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(i) Economics and Efficiencies 

A number of economies and efficiencies will result from the PNW structure. Some of 

these benefits are described in Section D of Item 1 and Section A.2.a of Item 3, above. Overall, 

the Reorganization will permit a more efficient way to take advantage of competitive 

opportunities in the electric utility industry. Separating the competitive generation business from 

the regulated transmissioddistribution operations will increase the ability of the system to take 

advantage of market opportunities and enable each entity to focus its resources on more clearly 

defined product markets and services. 

(ii) Integrated Public Utility System 

The electric utility system of PNW is presently “integrated” within the meaning of 

Section 2(a)(29) of the Act and will remain so after the Reorganization. 

The standards that must be met for an electric utility system to be integrated within the 

meaning of Section 2(a)(29) of the Act are: 

(1) the utility assets are to be physically interconnected or capable of physical 
interconnection and under normal conditions may be economically operated as a 
single interconnected and coordinated system; 

(2) the operations of the system are confined to a single area or region, that is not so 
large as to impair the advantages of localized management, efficient operation, 
and the effectiveness of regulation. 

The Reorganization will not affect the physical interconnections associated with PNW’s existing 

utility system. All of APS’ existing interconnections will remain intact after the Reorganization. 

The Reorganization will maintain a continuous, geographically compact system with the same 

physical interconnections as exist today. Similarly, the area of operations of the system will not 

be affected by the Reorganization and will continue to be primarily confined to a single area 

(w, APS’ existing service territory in Arizona) that is not so large as to impair the advantages 
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a of continuing localized management, efficient operation, and effective regulation. & cp&L 

EneTgy,Inc., Holding Co. Act Release No. 271 88 (June 15,2000); 

~ a n v .  et aL, Holding Co. Act Release No. 26903 (Aug. 7,1998). 

3. Section lO(f )  

Section 10(Q provides that “[tlhe Commission shall not approve any acquisition. . . 

under this Section unless it appears to the satisfaction of the Commission that such State laws as 

may apply in respect of such acquisition have been complied with, except where the Commission 

finds that compliance with such State laws would be detrimental to the carrying out of the 

provisions of Section 11 . . . .” 

The Reorganization is conditioned on full compliance with the laws of the Arizona. APS 

is currently and will remain subject to the jurisdiction of the ACC with respect to the provision of 

retail electric service. APS and PNW have received the necessary approval from the ACC to 

proceed with the Reorganization. Copies of this ACC approval is filed as Exhibit D-5 hereto. 
4 

For the reasons stated above, the proposed Reorganization meets the standards set forth in 

Sections 9(a)(2) and 10. The Reorganization involves the first step in the segregation of U S ’  

existing utility assets and operations along hnctional lines into a wires company and a 

generation company. The Reorganization will not unduly complicate the capital structure of the 

PNW system; nor will the Reorganization be detrimental to the public interest, the interests of 

investors or consumers, or the proper functioning of this system. Also, the Reorganization will 

yield significant benefits by allowing PNW’s public-utility subsidiaries to more effectively 

compete in the electric utility industry. Therefore, the Commission should by order approve the 

Reorganization. 

25 



B. PNW Will Continue to Claim a Section 3(a)(l) Exemption After the 
Reorganization. 

I 

Section 3(a)( 1) of the Act makes an exemption from all of the provisions of the Act, 

except for Section 9(a)(2), available to a holding company, if “such holding company, and every 

subsidiary company thereof which is a public-utility company from which such holding company 

derives, directly or indirectly, any material part of its income, are predominately intrastate in 

character and carry on their business substantially in a single State in which such holding 

company and every such subsidiary company thereof are organized.” After the Reorganization is 

complete, PNW and its two public-utility subsidiaries -- APS and PWE -- will be predominantly 

intrastate in character and will carry on their business substantially in Arizona, the state in which 

they are all organized.” In this regard, PNW will continue to claim an exemption pursuant to 

Section 3(a)( 1) of the Act and Rule 2 of the Commission’s regulations, by filing annual 

exemption statements on Form U-3A-2 following the Reorganization. 

Is 

marketing activities on a nationwide basis, PNW’s utility operations are still predominately intrastate in character and 
conducted primarily in Arizona. As noted above, the Commission Staff has indicated in a series of no-action letters that 
power marketers are not considered “electric utility companies” under Section 2(a)(3) of the Act and, therefore, are not 
“public-utility companies” under Section 2(a)(5) of the Act. See, e.&, Sunoco Power Marketine, L.L.C., SEC No-Action 
Letter, 1997 SEC No-Act. LEXIS 785 (July 24, 1997); Enron Caoital& Trade Resources Cow., SEC No-Action Letter, 
1997 SEC No-Act. LEXIS 287 (Feb. 13, 1997). 

While APS’ existing power marketing division was moved to PNW, and continues to perform its power 
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ITEM 4 REGULATORY APPROVAL 

The Reorganization will require the approval of the ACC and FERC. AI'S has received 

an order approving the Reorganization from the ACC, a copy of which is attached hereto as 

Exhibit D-5. APS also filed an application for approval of the proposed Reorganization with the 

FERC, a copy of which is attached as Exhibit D-1 . A copy of the final FERC order pursuant 

thereto was filed by amendment on December 8,2000, as Exhibit D-2. Other than such 

enumerated approvals and the approval of the Commission hereunder, no other approvals of 

utility regulatory authorities are required for the Reorganization and the movement of the non- 

nuclear generating assets to PwE."~ 

ITEM 5 PROCEDURE 

PNW respecthlly requests that there be no 30-day waiting period between the issuance of 

the Commission's order and the date on which it is to become effective. PNW also requests that 

there be no hearing on this application and that the Commission issue its order as soon as 

practicable after the filing hereof. PNW respectfully requests that the Commission issue and 

publish the requisite notice under Rule 23 with respect to the filing of this application not later 

than January 22,2001, such notice to specify a date not later than February 22,2001, by which 

comments may be entered and a date not later than March 1,2001, as the date after which an 

order of the Commission granting and permitting this application to become effective may be 

entered by the Commission. A form of Notice is filed herewith as Exhibit H-1, 

.I 
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generating facilities to PWE. See supra n. 10. 
As noted above, approval from the NRC will be obtained in connection with the relocation of APS' nuclear 
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Without prejudice to its right to modify the same if a hearing should be ordered on this 

application, PNW hereby makes the following specifications required by paragraph (b) of Item 5 

(1) There should not be a recommended decision by a hearing officer or any otlier 
responsible officer of the Commission. 

(2) There should not be a 30-day waiting period between issuance of the 
Commission's order and the date on which the order is to become effective. 

*"2 (3) PNW consents to the Division of Investment Management assisting in the 

preparation of the Commission's decision or order in this matter, unless such 

Division opposes this application. 

ITEM 6 EXHIBITS AND FINANCIAL STATEMENTS 

It is requested that the Commission send copies of all communications to PNW as 

follows: 

Herbert I. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Mary Am K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 
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A. Exhibits 

Exhibit No. Description of Document Method of Filing 

A- 1 

A-2 

Restated Articles of Incorporation of PNW. 

A-3 

Restated Articles of Incorporation of APS. 

B-1 

Incorporated by reference; File 

D- 1 

I 
Articles of Incorporation of PWE. 

Incorporated by reference; File 

(Sept. 23, 1993) 

Filed herewith. 

Form of Term Sheet Filed herewith. ! 

Application of APS, PNW and PWE to FERC 

D-2 

D-3 

for Authorization to Transfer Jurisdictional 

Facilities. 

Order of FERC. 

Retail Electric Competition Rules 

Filed herewith. 

Filed by amendment on 

December 8,2000. 

Incorporated by reference; file 
No. 1-4473, filed as Exhibit 
10.2 to APS’ Sept. 30,1999 
Form 10-Q Report. 
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D-4 

D-5 

D-6 

E- 1 

F-1 

F-2 

G- 1 

Comprehensive Settlement Agreement Related 

to the Implementation of Retail Electric 

Competition, filed with the Arizona Corporation 

Commission. 

ACC Approval of the Settlement Ageement. 

Amended Settlement Agreement 

Map showing location of the generating facilities 

of APS that are being moved to PWE along with 

their related transmission facilities. 

Signed initial opinion of counsel. 

Past-tense opinion of counsel. 

PNW, Form U-3A-2, "Statement by Holding 

Company Claiming Exemption under Rule U-2 

from the Provisions of the Public Utility Holding 

Company Act of 1935." 

Incorporated by reference; File 

No. 1-4473, filed as Exhibit 

10.1 to APS' May 14, 1999 

Form 8-K Report. 

Incorporated by reference; File 

No. 1-4473, filed as Exhibit 

10.1 to APS' S v t .  1999 10-Q 

Report. 

Filed herewith. 

Filed herewith. 

Filed by amendment on 

December 8,2000. 

To be filed by amendment 

Incorporated by reference; File 

No. 69-306, dated Feb. 29, 

2000. 
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H- 1 

31 

Form of Notice Filed herewith. 



B. Financial Statements 

Statement 

No. 

FS- 1 

FS-2 

Description of Document 

Historical consolidated financial statements of 

PNW 

Historical consolidated financial statements of 

APS 

Method of Filing 

Incorporated by reference to 

Annual Reports on Form 10-K 

for the years ended 1999,1998 

and 1997 

Incorporated by reference to 

Annual Reports on Form 10-K 

for the years ended 1999,1998 

and 1997 

Although separate financial statements for PWE have not been included, PWE’s financial 

information is included in the consolidated financial statements of PNW. 

ITEM 7 INFORMATION AS TO ENVIRONMENTAL EFFECTS 

None of the matters that are the subject of this application and declaration involves a 

“major federal action” nor do any of them “significantly affect the quality of the human 

environment” as those terms are used in Section 102(2)(C) of the National Environmental Policy 

Act. The transaction that is the subject of this application will not result in changes in the 

operation of the company that will have an impact on the environment. Neither APS nor PNW 

are aware of any federal agency that has prepared or is preparing an environmental impact 

statement with respect to the transactions that are the subject of this application. 
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Pursuant to the requirements of the Public Utility Holding Company Act of 1935, the 

undersigned company has duly caused this Application to be signed on its behalf by the 

undersigned thereunto duly authorized. 

2001 

PINNACLE WEST CAPITAL CORPORATION 

BY 
Its: 



As filed with th Le Securities and Exchange I 
Commission on April 27,200 1 

I 
I 

File No. 070-9745 

UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D.C. 20549 

AMENDMENT NO. 3 TO 

APPLICATION 
UNDER 

THE PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 

FORM U-1 

PINNACLE WEST CAPITAL CORPORATION 
400 East Van Buren Street, Suite 700 

Phoenix, Arizona 85004 

(Name and address of agents for service) 

The Commission is requested to send copies of all notices, orders, and communications in 
connection with this Application to: 

Herbert I. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 



TABLE OF CONTENTS e 
ITEM 1 DESCRIPTION OF PROPOSED TRANSACTION ........................................................................ 2 

Description of the Parties ...................................................................................... 2 A . 

1 . Pinnacle West Capital Corporation ........................................................... 2 

2 . Arizona Public Service Company ............................................................. 2 

U . Generation .................................................................................... 3 

b . Power Marketing .......................................................................... 6 

C . Transrnission/Distribution ............................................................ 7 

3 . Pinnacle West Energy Corporation ........................................................... 8 

4 . 

5 . 

APS Energy Services Company. Inc ........................................................ 9 

SunCor Development Company ............................................................... 9 

6 . El Dorado Investment Company ............................................................... 9 

B . Regulatory Background ........................................................................................ 9 

C . 

D . 

E . 

The Reorganization .......................................................................................... 10 

Purpose and Anticipated Effects of the Reorganization ..................................... 13 

Additional Information ....................................................................................... 14 
c>. . .  

ITEM 2 FEES. COMMISSIONS A N D  EXPENSES ................................................................................ 14 

ITEM 3 APPLICABLE STATUTORY PROVISIONS ............................................................................. 15 

A . Approval ofthe Reorganization under Section 9(a)(2) ....................................... 15 

1 . Section lo@) ......................................................................................... 16 

a . “Detrimental Interlocking Relations” or “Concentration of 
Control” .. Section 1 Ob)( 1) ........................................................ 17 



b. Fairness of Consideration and Fees -- Section 1 O(b)(2) ....... . .. . . .I8 

c. Complication of Capital Structure -- Section 10@)(3) ...... ... ...... 20 

2. Section 1O(c) ...........................................................,.,.,.......,.,...............21 

a. Significant Benefits -- Section lO(c)(l) ...................................... 22 

b. Economics and Efficiencies of an Integrated System -- Section 
1 O(c)(2) .. . .. ... ... .. ...... .. . .. ... .. .. .. . . . . . .. .. . . . , ... .. . .. . . ... . . , .. . . . , . .... . . .. .. .. . . .. . .23 

(i) 

(ii) 

Economics and Efficiencies ............................. .............. .24 

Integrated Public Utility System. ............................. ....... 24 

-.- 
%J. 

3. Section 1O(f) ......................................................................................... 27 

B. PNW Will Continue to Claim a Section 3(a)( 1) Exemption After the 
Reorganization ...................................... ........... ................... , ................... .29 

ITEM 4 REGULATORY APPROVAL ................................ :................................,.......................30 

ITEM 5 PROCEDURE .., ....................................................................................... 30 

ITEM 6 EXHIBITS AND FINANCIAL STATEMENTS .......................................................................... 31 

A. Exhibits .... ................................ ..................................................... 32 

B. Financial Statements ..... ............................... ....... .. . . ....... ... ........, .......... ,. ........ ... 35 

ITEM 7 b’FORMATION AS TO ENVIRONMENTAL EFFECTS ............................................................. 35 



e 
Pursuant to Sections 9(a)(2) and 10 of the Public Utility Holding Company Act of 1935 

(the “Act”), Pinnacle West Capital Corporation, an Arizona corporation (‘cPN”’), hereby 

requests approval from the Securities and Exchange Commission (the “Commission”) to 

establish a new public-utility company subsidiary in connection with the proposed corporate 

reorganization involving the relocation of certain generation assets from Arizona Public Service 

Company (“APS”), PNW’s existing public-utility company subsidiary, to Pinnacle West Energy 
,# 

Corporation (‘PWE”), another wholly-owned subsidiary of PNW, (the “Transfer Transaction”), 

and the operation of PWE’s West Phoenix Unit No. 4 as a non-Exempt Wholesale Generator 

(“EWG”) under the Act (“Development Activities”), (collectively, the “Reorganization”). As a I 

I 

result of the Reorganization, PWE will become an “electric utility company” and a “public-utility 

company” within the meaning of the Act, and, therefore, PNW will acquire an additional public- 

utility subsidiary. (However, PWE will not become a public service corporation under Arizona o 
state law.) PNW will continue to meet the requirements for an intrastate exemption under 

Section 3(a)(l) of the Act and will continue to file annual exemption statements on Form U-3A-2 

pursuant to Rule 2 of the Commission’s regulations. 

The purpose of the Reorganization is to comply with certain requirements set forth in 

rules adopted by the Arizona Corporation Commission (“ACC”) that provide the fiamework for 

introduction of retail electric competition in Arizona (the “Competition Rules”), and in a final 

ACC order approving APS’ settlement with various parties with respect to implementation of the 

.. 

Competition Rules (the “Settlement”). Pursuant to the Competition Rules and the Settlement, 

APS must separate its fossil and nuclear generating assets and competitive services, including the 

development, acquisition and operation of generating facilities not currently owned by APS, 

fiom its transmission and distribution functions no later than December 31,2002. (On February 
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8,2001, the ACC issued an order granting APS waiver of this requirement for “solar resources” 

and “environmentally fiiendly renewable electricity technologies.”) PNW seeks Commission 

approval now, however, because APS intends to move a substantial portion of its generating 

assets to PWE during 2001, and P W  is currently involved in the development, acquisition, and 

operation of other generating facilities that are expected to come online during 2001. In 

particular, PWE has been developing West Phoenix No. 4, a 120 M W  gas-fired combined cycle 

unit that is now ready to sell test power and go into operation.’ There may be some delays in 

moving particular assets fiom APS to PWE, pending receipt by APS of certain consents or 

waivers fiom third parties with respect to such assets, but most of the non-nuclear generating 

assets are to be moved to PWE during 2001. 

I 

anticipated, P W  filed an application for an EWG determination with the Federal Energy Regulatory Commission 
(“FERC”) and intends to maintain EWG status only so long as necessary. 

As explained below, because West Phoenix No. 4 was prepared to go into operation sooner than previously 

e 
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ITEM 1 DESCRIPTION OF PROPOSED TRANSACTION 

A. Description of the Parties 

1. Pinnacle West Capital Corporation: PNW was incorporated in 1985 

under the laws of the State of Arizona. Through its subsidiaries, PNW is engaged in the 

generation, transmission, and distribution of electricity and the sale of energy services. Also 

through subsidiaries, PNW is involved in real estate development and in venture capital 

investment. On December 3 1,2000, PNW employed approximately 7,200 people, including the 
u‘ 

employees of its subsidiaries. Of these employees, 5,300 were employees of its existing public- 

utility subsidiary, APS, and employees assigned to joint projects of APS where APS serves as a 

project manager. PNW’s principal executive offices are located at 400 East Van Buren, Phoenix 

Arizona 85004. PNW is currently a public-utility holding company exempt fiom the provisions 

of the Act, except Section 9(a)(2), by reason of its filing of annual exemption statements on Form e 
U-3A-2 pursuant to Rule 2 of the Commission’s regulations. 17 C.F.R. 6 250.2(a). PNW’s 

direct, wholly-owned subsidiaries are described below and a copy of PNW’s most recent Form 

U-3A-2 is attached as Exhibit G-1. 

2. Arizona Public Service Company: APS is a public-utility company 

incorporated in 1920 under the laws of the State of Arizona. APS is a wholly-owned subsidiary 

of PNW. APS’ principal executive offices are located at 400 North Fifth Street, Phoenix, 

Arizona 85004. APS provides retail electric services principally in the State of Arizona and is 

*>” 

actively engaged in the competitive wholesale electric markets. As of December 3 1 , 2000, APS 

served approximately 850,000 retail electric customers in its service territory. APS is subject to 

regulation by the ACC with respect to retail rates, accounting, service standards, service territory, 

issuances of securities, siting of generation and transmission projects and various other matters. 
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APS is also subject to the jurisdiction of FERC under Parts I, 11, and III of the Federal 

Power Act for certain phases of its business, including regulation of its rates relating to wholesale 

sales of energy and interstate transmission, licensing its hydroelectric stations, accounting, and 

certain other matters, APS’ current business structure consists of three primary business Units: 

generation; power marketing; and transmissioddistribution. The following briefly describes 

these business units. 

a. Generation - As of December 3 1 , 2000, APS owned or leased 

generating facilities witli a total accredited capacity of approximately 4,000 megawatts. The fuel 

mix of APS’ generation capacity is 41.8% coal; 31.5% gas or oil; 26.5% nuclear; and less than 

1 % other. APS’ sources of energy during 2000 were approximately 54% from its own 

generation resources and approximately 46% from purchased power. The Reorganization 

involves the relocation of the ownership interest of a substantial portion of APS’ generating . 

facilities and related facilities, as well as the transfer of certain of the employees of APS’ 

generation business unit.’ Attached, as Exhibit E-1, is a map showing the location of each of 

APS’ generation facilities. As of December 3 1 , 2000, the pips generating assets being moved to 

P W  during 2001 can be described as follows: 

2 Because of anticipated decommissioning activities, APS intends to retain its interest in the Childs-Irving 
plant, a hydroelectric generating plant with a total accredited capacity of approximately 3 megawatts. In addition, 
the ACC’s February 8,2001 order contemplates that APS will retain ownership interests in its solar and 
environmentally friendly renewable resource generating plants. The total accredited capacity from these units is 
approximately 1 megawatt. 

In addition to the generating facilities to be moved during 2001, APS also owns or leases an interest in the 
Palo Verde Nuclear Generating Station (“PVNGS”), a three-unit nuclear generating facility located in Wintersburg, 
Arizona approximately 55 miles west of Phoenix, Arizona. The total accredited capacity of PVNGS is 3,733 
megawatts, of which APS owns or leases 29.1%, or approximately 1,086 megawatts. APS is also the operator of the 
facility. There are six other co-owners of PVNGS, which collectively own or lease the remaining 70.9%. 
Ownership is in the form of a co-tenancy, and the co-owners are not affiliates of one another. APS operates 
PVNGS pursuant to an agreement in which each owner pays its proportionate share of the cost of operating the 
facility. While the Transfer Transaction involving APS’ fossil generating facilities is contemplated to occur during 
2001, APS does not plan to move its interest in PVNGS to PWE until 2002. The delay in moving the nuclear assets 
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Four c a s  P ower Plant ( <& Four Corn- '3 9 

Four Comers is a five-unit coal fired power p a t  locateb near Farmington, New Mexico 

on the Navajo Reservation. The property underlying the plant is held under easements granted 

by the federal government and under leases from the Navajo Nation. Units 1,2 and 3 have an 

accredited capacity of 560 megawatts. These units are 100% owned and operated by APS. Units 

4 and 5 have an accredited capacity of 1,480 megawatts; APS owns 15% of units 4 and 5, or 222 

megawatts. The remaining interests in units 4 and 5 are co-owned by five other entities. 

Ownership of units 4 and 5 is through a co-tenancy arrangement, and the co-owners are not 

affiliates of one another. APS operates Four Comers Units 4 and 5 pursuant to an agreement in 

which each owner pays its proportionate share of the operating cost. 

ChollaPowerPlan t 46 C boll 3'). -L 

Cholla is a four-unit coal-fired power plant located in Navajo County approximately 200 , 0 
miles northeast of Phoenix, Arizona. Units 1,2 and 3 have an accredited capacity of 615 

megawatts. These units are 100% owned and operated by APS. Unit 4 has an accredited 

capacity of 380 megawatts; unit 4 is 100% owned by another unaffiliated entity. APS is also the 

operator for this unit. 

is to ensure additional time to adequately address complicated contractual arrangements, such as sale and leaseback 
provisions between A P S  and certain owner trusts to which APS has sold and leased back a portion of its interest in 
PVNGS Unit 2 and the PVNGS common facilities. There are also certain financial and economic considerations 
that must be resolved before the nuclear assets can be moved to PWE. 
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Navajo is a three-unit coal-fired plant located south of Page, Arizona. The total accredited 

capacity for the plant is 2,250 megawatts. APS owns 14%, or 3 15 megawatts of this plant. The 

remaining interests in the plant are co-owned by five other entities which are not affiliated with 

APS. APS does not operate Navajo. 

Saguaro Po “Ca o’) : werPlant ( ,  mar ) 

Saguaro is a four-unit power plant consisting of two gadoil-fired steam units and two 

gadoil-fired combustion turbine units and is located 30 miles north of Tucson, Arizona. The total 

accredited capacity for the plant is 3 19 megawatts. Steam units 1 and 2 have a combined 

capacity of 209 megawatts, and the two combustion turbines have a combined capacity of 1 10 

megawatts. This plant is 100% owned and operated by APS. 

0 
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Y3 . Ocotillo Po wer Plan t ~“OCOtlllO )& 

Ocotillo is a multi-fieled generating p-mt located in Tempe, Arizona. Two units are 

gadoil-fired steam units, and two units are gas/oil-iired combustion  turbine^.^ The total 

accredited capacity for steam units 1 and 2 is 226 megawatts and for combustion turbine units 1 

and 2, the accredited capacity is 110 megawatts. This plant is 100% owned and operated by APS. 

t .‘Yu ”, : 

Yucca is a five-unit gadoil combustion turbine plant located near Yuma, Arizona. The 

accredited capacity of units 1 ,2 ,3  and 4 is 147 megawatts. These units are 100% owned and 

operated by APS. Unit 5 and a separate steam unit are owned by a separate, unaffiliated entity 

but operated by APS. 

West Phoenix Power Plan t (‘‘West . Pho enix”). I 

West Phoenix is an eight-unit gadoil-fired steam, combustion turbine, and combined 

cycle generation plant located in Phoenix, Arizona. Combustion turbine units 1 and 2 have an 

accredited capacity of 110 megawatts; combined cycle units 1,2 and 3 have an accredited 

capacity of 255 megawatts; and steam units 4,5 and 6 have an accredited capacity of 108.3 

megawatts. APS owns and operates 100% of West Phoenix and is entitled to 100% of the 

output. 

Doudas/Fairview Power Plant: 

DouglasFairview is a single combustion turbine unit with capacity rating of 16 

megawatts located near Douglas, Arizona. Douglas/Fairview is 100% owned and operated by 

APS. 

4 There are also three solar units at Ocotillo; however, these Units will remain with APS. 
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b. Power Marketing -- APS’ Power Marketing and Trading division 

(“Power Marketing”) primarily engages in the sale and purchase of electric capacity and energy 

in the wholesale market. Power Marketing sells excess power from APS’ generation facilities 

and also purchases energy from other entities to meet APS’ requirements to supply retail and 

wholesale customers. Power Marketing also engages in hedging transactions in forward markets 

for electricity and fuel and in the purchase and sale of emission allowances as part of APS’ effort 

to manage risks associated with its generation and distribution activities. The ACC Competition 

Rules and Settlement contemplate that as a competitive asset, APS would also move its Power 

Marketing division to an affiliate. Accordingly, on October 1,2000, Power Marketing becanie a 

division of PNW.’ 

c. Transmission/Disfribufion -- A P S  owns and operates approximately 

5,296 miles of transmission lines, of which all but 140 miles are located within the State of I 

APS’ transmission was built primarily to bring generation fiorn its power plants to its 

retail electric loads in Arizona. Ownership and operation of APS’ transmission facilities is 

subject to regulation by FERC. Transmission rates are prescribed by FERC and the use of and 

5 PNW itself did not become an electric utility company when this occurred. The Commission and Staff 
have both recognized, on numerous occasions, that marketing activities are not utility activities under the Act. &, 
u, UNITIL, Holding Company Act Release No. 26650 (Jan. 21, 1997); -, Holding Company Act 
Release No. 26581 (Sept. 26, 1996); S e ’ .L. ,, SEC No-Action Letter, 1997 SEC No-Act. 
LEXIS 785 (July 24, 1997); Enron Car, ita1 & Trade Resourc es Corp,, SEC No-Action Letter, 1997 SEC No-Act. 
LEXIS 287 (Feb. 13,1997); Eastex Power Marketirru Inc., SEC No-Action Letter, 1996 SEC No-Act. LEXIS 536 
(Apr. 30, 1996); LG&E Power Mar keting. k , SEC No-Action Letter, 1996 SECNo-Act. LEXIS 510 (Apr. 26, 
1996); Coral Po wer. IJ& , SEC No-Action Letter, 1996 SEC No-Act. LEXIS 314 (Feb. 22,1996); AIG Tr adinq * 

wer Marke-, 
use. Inc,, SEC 

m, SEC No-Action Letter, 1995 SEC No-Act. LEXIS 195 (Jan. 20,1995); -t Po 
SEC No-Action Letter, 1994 SEC No-Act. LEMS 886 (Dec. 6, 1994); Electric Cleahgho 
No-Action Letter, 1994; SEC No-Act. LEXIS 452 (Apr. 13,1994); CRSS Po wer Marketing. Inc,, SEC No-Action 
Letter, 1994 SEC No-Act. LEXIS 431 (Mar. 31,1994). 

Specifically, as of December 3 1 , 2000, APS’ transmission system included approximately 1,627 miles of 
500 kV transmission, 578 miles of 345 kV transmission, 594 miles of 230 kV transmission, 176 miles of 115 kV 
transmission, and 2,321 miles of 69 kV transmission. 

6 
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access to the transmission system is subject to FERC’s open access requirements set forth in 

FERC Order No. 888. As of December 31,2000, APS’ distribution system included 

approximately 23,000 miles of distribution line and served approximately 850,000 electric retail 

customers in its service territory within the State of Arizona. APS provides distribution services 

in 11 of Arizona’s 15 counties, including the metropolitan Phoenix area. Pursuant to the 

Settlement approved by the ACC in 1999, which is more filly discussed below, retail rates have 

been set until July 1,2004, subject to conditions or circumstances which constitute an 

emergency. APS’ transmission and distribution business will remain with APS under the 

Reorganization. 

3. Pinnacle West Energy Corporation: PWE was incorporated in Arizona on 

September 27, 1999 under the laws of the State of Arizona. PWE is a wholly-owned subsidiary 

of PNW. PWE was organized primarily to engage in the business of developing, owning, and 

operating generation plants used for the production and sale of wholesale energy. As of 

December 31,2000, PWE was engaged in the development of approximately 2,600 megawatts of 

generating capacity in the State of Arizona and operations in other states are contemplated, too; 

however, PWE is not currently an electric utility company or a public-utility company within the 

meaning of the Act. 

Upon consummation of the Reorganization described herein and the subsequent 

relocation of APS’ nuclear generating facilities, P W  will own or lease the generation facilities 

currently owned or leased by APS and will assume APS’ responsibilities as operator of the 

facilities described above, with the exception of the Navajo Generating Station, which will 

continue to be operated by another, unaffiliated entity. 



On March 28,2001, PWE filed an application with FERC for EWG status. PWE’s EWG 

application describes PWE’s “eligible facility” as a 100% ownership and operating interest in 

West Phoenix Unit No. 4 (“West Phoenix No. 4”)’ a newly constructed natural gas-fired, 

combined cycle unit with a nominal power output of 120 MW located on the site of APS’s West 

Phoenix Plant. At the time PNW filed its original Application for Commission approval under 

Section 9(a)(2), it was not anticipated that West Phoenix No. 4 would be completed and prepared 

-:  to go into operation prior to completion of the Transfer Transaction involving APS’ fossil 

generating facilities. However, due to the recent energy shortages in the West, PWE accelerated 

the development of West Phoenix No. 4, which is now ready to provide test power and go into 

operation, and filed its application for EWG status. PWE will limit its activities to EWG 

activities until the Commission issues its order authorizing PWE to become a public-utility 

company subsidiary of PNW. At that time, PWE plans to inform FERC that it no longer intends 

to operate as an EWG.’ 

PWE’s principal place of business is 400 North Fifth Street, Phoenix, Arizona 85004. 

4. APS Energy Services Company, Inc. (“APSES”): APSES is an Arizona 

corporation formed in 1998. APSES is a wholly-owned subsidiary of PNW. APSES was 

organized as a retail power marketer to provide retail energy and related retail energy services to 

customers throughout Arizona, California, and other states that have instituted retail direct 

,.-e 

access. APSES does not own or control electric power generation, transmission, or distribution 

facilities.” APSES’ principal place of business is 400 East Van Buren Street, Phoenix, Arizona. 

1 In addition, to the extent necessary for PNW to maintain its intrastate exemption, PWE may establish EWG 
subsidiaries to own andor operate future assets that may be located out of state. 

e 
8 APSES is not an “electric utility company” or a “public-utility company” as those terms are defined in the 
Act. See. e.&. Enroq, SEC No-Action Letter (1997). 
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5. SunCor Development Company (“SunCorY’): SunCor was incorporated in 

1965 under the laws of the State of Arizona. SunCor is a wholly-owned subsidiary of PNW. 

SunCor is engaged in commercial and residential real estate development. SunCor is not 

engaged in generating, transmitting, distributing or selling electric energy and will not be 

affected by the Reorganization. SunCor’s principal place of business is 3838 North Central, 

Suite 1500, Phoenix, Arizona 85012. 

6. El Dorado Investment Company (‘6E1 Dorado’)): El Dorado was 

incorporated in 1983 under the laws of the State of Arizona. El Dorado is an investment 

company and wholly-owned subsidiary of PNW. El Dorado is not engaged in the business of 

generating, transmitting, distributing, or selling electric energy and will not be affected by the 

Reorganization. El Dorado’s principal place of business is 400 East Van Buren Street, Suite 800, 

Phoenix, Arizona 85004. 3 

B. Regulatory Background 

The Reorganization is being undertaken in accordance with the Competition Rules and 

Settlement. Specifically, in Arizona, the ACC has adopted the Competition Rules to expedite the 

transition to retail electric competition. Among other things, the Competition Rules required that 

APS separate its fossil and nuclear generation assets and competitive business activities from its 

transmission and distribution functions and to develop, acquire and operate additional generation 

outside of APS. In 1999, the ACC approved the Settlement between APS and several customer 

groups and consumer advocates resolving retail electric competition-related issues and approving 

unbundled tarifkg The order found that the Settlement is in the public interest because it 

* - ,  

9 The ACC order approving the Settlement is attached as Exhibit D-5. 
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provides “.for competitive retail access in APS’ Service Territory, establishes rate reductions for 

all APS customers, [and] sets a mechanism for stranded cost rec~very.”’~ 

Under the terms of the Competition Rules and the Settlement, retail choice for APS’ retail 

customers is being phased-in. As of January 1,2001, all of APS’ retail customers are entitled to 

choose their retail power supplier.” The retail rates of customers that continue to take fully 

bundled service fiom APS and do not choose an alternative supplier will be subject to planned 

rate reductions that will continue until July, 2004.’* Under the Settlement, APS is entitled to 

apply for a change in the agreed upon rate reductions only in the event of an emergency or a 

material change in its cost of service as a result of specified extraordinary events. The Settlement 

also requires APS to complete separation of its fossil and nuclear generation assets by December 

3 1,2002.’~ 

C. The Reorganization 

As previously mentioned, APS and PWE are both currently direct, wholly-owned 

subsidiaries of PNW. APS and PWE will be the only two “public-utility company” (as defined 

in the Act) subsidiaries of PNW upon the completion of the activities described in this 

Application. 

10 &g Exhibit D-5. 

I I  &g Exhibit D-5. 

I2 See Exhibit D-4. 
13 

fiiendly renewable electricity technologies” from its transmissioddistribution functions. 
& Exhibit D-4. As noted above, APS is not required to separate its solar resources and “environmentally 
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PNW and APS propose to transfer APS’ fossil generating facilities pursuant to the 

arrangements described in the Term Sheet,14 attached as Exhibit B-1 hereto. In connection with 

the Transfer Transaction, it is contemplated that the following transactions will occur during 

2001 : First, APS will contribute all of its fossil generating facilities, assets and related 

operational agreements, to one or more of these newly-formed subsidiaries (hereafter “Transitory 

Subsidiaries”) which will be wholly-owned by APS. This transaction is intended to qualify as a 

tax-deferred reorganization under Internal Revenue Code (“IRC”) Section 368(a)(1)@). Second, 

APS will distribute or cause to be distributed all of the stock of each Transitory Subsidiary to 

PNW in a transaction intended to qualify as a tax-deferred spin-off under IRC Section 355. 

Third, under state law, the Transitory Subsidiaries will then be merged into PWE (with PWE as 

the surviving entity) in a transaction intended to qualify as a tax-deferred statutory merger under 

IRC Section 368(a)(l)(A). It is contemplated that the three aforementioned transactions will , 

occur simultaneously. 

When the Reorganization is complete and APS’ nuclear generating assets have been 

moved to PWE, APS’ existing divisional structure in which its electric utility operations are 

divided along hctional lines will be formalized, and separate corporate entities will own the 

transmissioddistribution facilities and the fossil and nuclear generating assets. APS will become 

essentially a “wires” company and continue to own and operate its existing electric 

transmissioddistribution system,1s and PWE will become a “generating” company and will own 

or lease and operate the existing fossil and nuclear generation plants and other generation 

l4 

it is now contemplated to occur during 2001. 
Is 

Although the term sheet indicates that the transfer of assets will take place “on or before January 1,2001,” 

APS will also continue to own its solar and renewable resource generating assets, 
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. .. 

facilities it develops, or acquires in the fiture, and sell the output from these plants and other 

facilities at wholesale to Power Marketing. Power Marketing, in turn, is expected then to sell 

power to APS and other non-affiliated power purchasers. APS will continue to provide 

transmission and distribution services at regulated rates, as well as provide energy to those retail 

customers in APS’ existing service territory that do not elect to use an alternate retail power 

supplier. A diagram of PNW’s corporate structure, after the Transfer Transaction is complete 

and the nuclear generating facilities have been moved to PWE, is shown on Appendix B to 

Exhibit D-1 attached hereto. 

The Transfer Transaction is subject to certain conditions as stated in the Term Sheet 

attached as Exhibit B-1. Principally, these conditions include: (a) the approval of the 

Commission under Section 9(a)(2) of the Act; @) approvals of FERC under Sections 203 and 

205 of the Federal Power Act 16 U.S.C. $§824b and d (1994); and (c) consents and waivers of 
~ 

certain third parties with respect to contracts associated with the generation assets. The approval 

of the ACC has already been granted. l6 No PNW shareholder approval is required in connection 

with the Transfer Transaction. Although APS does not believe that shareholder approval is 

required for the Transfer Transaction, the approval of its sole shareholder was obtained on 

November 15,2OOO.” The approval of APS’ Board of Directors was also obtained on November 

15,2000. 

l6 Approval from the Nuclear Regulatory Commission (“NRC”) will be obtained in connection with the 
movement of APS’ interest in its nuclear generating assets, which will OCCLU by year-end 2002. No NRC approval, 
however, is necessary in connection with the Transfer Transaction involving APS’ fossil generating facilities. 
Approval of some plant participants may also be required. 
” As a wholly-owned subsidiary of PNW, APS’ only shareholder is PNW. 
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No approval, other than the approval of the Commission under Section 9(a)(2), is 

necessary in connection with the Development Activities.'* 

I). Purpose and Anticipated Effects of the Reorganization 

The principal purpose of the Reorganization and the subsequent relocation of AI'S ' 

nuclear generating facilities to PWE is to assure compliance with the provisions of the 

Competition Rules and the Settlement and provide PNW with increased financial, managerial, 

and organizational flexibility which will enable APS and PWE to effectively compete in a ? 

restructured utility industry. 

After extensive investigation and analysis, PNW has determined that the proposed 

Reorganization offers the best means of positioning the PNW system for hture changes and 

opportunities and will enable PNW to take advantage of emerging business opportunities and 

* manage risks to the benefit of both shareholders and customers. The Reorganization is the first 

step in a clear functional and corporate separation between PNW's competitive generation 

business, and its distribution and transmission business, enabling each company to focus its 

resources on more clearly defined product markets and services. The intent of the 

Reorganization and subsequent relocation of APS' nuclear generating facilities is to create a 

hancially sound and responsive utility system which can provide utility services effectively and 

efficiently. Additionally, the corporate division along functional lines will provide a better 

structure for regulators to assure that there is no cross-subsidization of costs or transfer of 

business risk fkom the competitive generation business to the fully-regulated 

'' As noted above, PWE has filed with FERC an application for EWG status in connection with its 
Development Activities. In addition, although PWE's Development Activities may involve various siting, 
environmental, or other approvals, all of the approvals in connection with PWE's operation of West Phoenix No. 4 
have already been obtained. 
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transmissioddistribution business. Moreover, this type of corporate division of utility assets and 

operations along functional lines is becoming a highly-desirable form of conducting both a 

regulated transmissioddistribution business and a competitive generation business. 

The Reorganization will have no adverse effect on APS’ existing electric utility 

operations. The Reorganization will not cause substantive changes in P W ’ s  ultimate interest in 

existing utility businesses and will not involve the transfer or acquisition of any additional utility 

assets beyond those currently held by APS or those which have been developed by PWE. The 

managers and employees in PNW’s existing utility operations will continue to perform their 

existing functions -- either as employees of APS, the transmissioddistribution company, or as 

employees of PWE, the generating company. Thus, even though day-to-day utility operations 

would not be affected, the benefits discussed above will accrue to PNW and its customers and 

shareholders as a result of the Reorganization and the subsequent relocation of APS’ nuclear 

generating facilities to PWE. 

E. Additional Information 

No associate company or affiliate of PNW or APS, or any affiliate of any associate 

company of PNW or APS, has any direct or indirect material interest in the proposed 

Reorganization except as stated herein. 

ITEM 2 FEES, COMMISSIONS AND EXPENSES 

The fees, commission and expenses to be paid or incurred by PNW and APS in 

connection with the federal regulatory approvals required in connection with the Reorganization 

and the establishment of PWE are estimated as follows: 

Auditors’ Fee ................................................................................................ $ 10,000.00 
Legal Fees ..................................................................................................... $ 400,000.00 

Total .................................................................................................. $ 410,000.00 



In addition, there will also be certain other costs associated with the transfer of APS’ 

generating assets to PWE; these costs, which will include fees for financial consulting, asset 

valuation, and engineering reports, as well as additional legal fees, are estimated not to exceed 

$1.5 million. 

ITEM 3 APPLICABLE STATUTORY PROVISIONS 

Sections 9(a)(2) and 10 of the Act are applicable to the proposed Reorganization. As a 

result of the proposed Reorgani~ation,’~ PNW will have two wholly-owned, public-utility 

company subsidiaries, APS and PWE. Section 9(a)(2) of the Act requires Commission approval 

before a person may acquire more than 5% of the outstanding voting securities of more than one 

‘public-utility company.” The standards for approval of a transaction under Section 9(a)(2) of 

the Act are set forth in Section 10 of the Act. The relevant standards under Section 10 are set 

forth in Section loco), 1O(c) and 10(f). 

For the reasons explained below, the Commission should approve this Application 

pursuant to Section 9(a)(2) of the Act because it complies with the applicable standards of 

Section 10. PNW respectfully requests that the Commission issue an order approving the 

Reorganization by May 1,2001. As noted above, PWE has already filed an application with 

FERC for EWG status and intends to limit its activities exclusively to the ownership and 

operation of eligible facilities and sale of power at wholesale in order to maintain EWG status 

At this time, it is not entirely clear whether it is the Transfer Transaction or the Development Activities that 
will cause PWE to become a public-utility company. As noted above, PWE has applied to FERC for EWG status 
because West Phoenix No. 4 will be prepared to sell test power prior to the date of a Commission order authorizing 
PWE to become a public-utility company. Once the Commission issues its order, however, PWE intends to inform 
FERC that it will no longer maintain EWG status. Thus, PNW seeks authorization for PWE to become a public- 
utility company the e r  of (1) the date PWE notifies FERC that it no longer intends to maintain EWG status or 
(2) the date the Transfer Transaction is consummated. 
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until the Commission issues an order approving this Application. Because EWG status limits 

PWE’s activities to those “incidental” to the ownership and operation of eligible facilities, PWE 

is eager to become a public-utility company as soon as possible in order to have broader 

flexibility in addressing the needs of the electric power market. 

A. 

Section 9(a)(2) makes it unlawful, without approval of the Commission under Section 10, 

Approval of the Reorganization under Section 9(a)(2). 

“for any person . . . to acquire, directly or indirectly, any security of any public-utility company, 

if such person is an affiliate . . . of such company and of any other public utility or holding 

company, or will by virtue of such acquisition become such an affiliate.” By virtue of the 

proposed Reorganization, PNW will own more than 5% of the outstanding voting securities of 

two “public-utility companies” (APS and PWE) thus becoming an affiliate of both of these 

public-utility companies. Under Section 2(a)(5) of the Act, a “public-utility company” is an 

“electric utility company’’ or a “gas utility company.’’ Under Section 2(a)(3) of the Act, an 

“electric utility company” is defined as “any company which owns or operates facilities used for 

the generation, transmission, or distribution of electric energy for sale . . . .” Upon coinpletion of 

the Reorganization, PWE will own and operate certain of APS’ existing facilities for the 

generation of electric energy for sale, as well as West Phoenix No. 4 and other generating assets 

, 

to be developed or acquired by PWE in the future, and APS will continue to own and operate its 

existing facilities for the transmission and distribution of electric energy for sale, as well as its 

nuclear, solar, and hydroelectric generating facilities. Therefore, both PWE and APS will be 

public-utility companies within the meaning of the Act. 



Section 1 Ob) provides that the Commission shall approve an acquisition pursuant to 

Section 9(a)(2) unless the Commission finds that: 

I 

(1) such acquisition will tend towards interlocking relations or the concentration of 
control of public-utility companies, of a kind or to an extent detrimental to the 
public interest or the interest of investors, or consumers; 

(2) in case of the acquisition of securities or utility assets, the consideration, including 
all fees, commissions, and other remuneration, to whomsoever paid, to be given, 
directly or indirectly, in connection with such acquisition is not reasonable or does 
not bear a fair relation to the sums invested in or the earning capacity of the utility 
assets to be acquired or the utility assets underlying the securities to be acquired; 
or 

(3) such acquisition will unduly complicate the capital structure of the holding- 
company system of the applicant or will be detrimental to the public interest or 
the interest of investors or consumers or the proper functioning of such holding- 
company system. 

PNW respectfully submits that no adverse findings should be made under any of these 

provisions. 
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a. “Detrimental Interlocking Relations” or CcCOncentration of 
Control” - Section 10(b)(l) 

Consistent with Section 10@)(1) of the Act, PNW submits that the Reorganization will 

not tend towards interlocking relations or the concentration of control of public-utility 

companies, of a kind or to an extent detrimental to the public interest or the interest of investors 

or customers. The Reorganization involves the first step in the ultimate segregation of APS’ 

existing utility assets and operations along functional lines into a generation company (PWE) and 

a transmission and distribution company (APS). 

While there may be certain common directors and officers of PNW and the public-utility 

subsidiaries, these relations normally exist in public-utility holding company systems among 

affiliated and associated companies and should not be considered detrimental to the public 

interest or the interest of investors or consumers. See Central M aine Power Corny any. et al., 

Holding Co. Act Release No. 26903 (Aug. 7, 1998); CPSCO. Inc ,, Holding Co. Act Release No. 

25152,47 SEC Docket 174 (Sept. 18,1990). 

Similarly, the Reorganization should not, within the meaning of Section lo@)( l), be 

deemed to tend towards any “concentration of control of public-utility companies” that might be 

detrimental to the public interest, consumers or investors. The Reorganization will not involve 

the acquisition or control of any utility assets or operations which are not already owned or 

controlled by PNW or its existing public-utility subsidiary, APS, or being developed by PWE, 

and “will therefore have no effect on the concentration of control of public-utility companies.” 

Central Maine Power Comtmy. et al., Holding Co. Act Release No. 26903 (Aug. 7, 1998); 

accord, BEC Enerw. et al., Holding Co. Act Release No. 26874 (May 15, 1998); Energy East 



h, Holding CO. Act Release No. 26834 (March 4, 1998); Wisconsin Energv C o p  , Holding 

Co. Act Release No. 24267 (Dec. 18, 1996). 

b. Fairness of Consideration and Fees -- Section lo@)@) 

Section 10(b)(2) of the Act requires the Commission to determine whether the 

consideration paid in connection with a proposed acquisition of securities is reasonable and bears 

a fair relation to the investment in and earning capacity of the utility assets underlying the 

securities being acquired. 0 .* 

The generating assets being moved as part of the Transfer Transaction will be recorded 

on the books of PWE at net book value. In addition, PWE will assume certain outstanding debt 

associated with the generating assets being moved. However, in order to maintain APS’ current 

debt to common stock equity ratio? PNW will not move all of the outstanding debt associated 

with the generating assets to PWE. The valuation of PNW’s investment in the securities of PWE ~ 
0 

and APS will be adjusted accordingly to reflect the movement of these assets and the associated 

debt to PWE. ’‘ 

-> . 

’O As of December 3 1,2000, U S ’  debt to Common Stock equity ratio was 49%/51%. The Reorganization is 
being structured so that this ratio will remain the same after the Reorganization. 
” Specifically, PWE will assume APS’ rights and obligations with respect to approximately $180 million in 
pollution control bonds issued by Navajo County, Arizona, Pollution Control Corporation and Coconino County, 
Arizona, Pollution Control Corporation. These two series of bonds were issued by the respective pollution control 
corporations under two separate Indentures of Trust dated as of August 1,1993 between the issuer and an 
independent trustee. In each case, the issuer loaned the proceeds of the bonds to APS under a Loan Agreement 
dated as of August 1, 1993, and APS is responsible to repay the loan by making payments on the bonds when due. 
APS’ obligations are secured by First Mortgage Bonds issued by APS and delivered to the Trustee for the pollution 
control bonds. At the time generating assets are moved to PWE, APS will assign its rights and obligations under the 
Loan Agreements to PWE, and PWE will assume such obligations. APS will remain primarily liable for such 
obligations and the First Mortgage Bonds will remain outstanding. 

PWE will also assume APS’ obligations under another approximately $60 million of pollution control bond 
debt, releasing APS from such obligations. No bondholder consent is required in connection with PWE’s 
assumption of this debt. However, APS must give advance notice to the bondholders and any bondholder who does 
not wish to continue to hold the bonds may tender its bonds for purchase. In addition, if the issuance of a new letter 
of credit in substitution for the existing letter of credit supporting the bonds causes the ratings on the bonds to be 
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Since the Transfer Transaction involves an entirely intra-company movement of existing 

assets from one wholly-owned subsidiary to another, PNW believes that tlie valuation established 

for purposes of this asset transition is reasonable and bears a fair relationship to the sums 

invested in the assets. PNW, as the sole owner of both APS and PWE, can expect to earn a fair 

return on its investment in APS and its investment in PWE. 

An estimate of the fees and expenses to be paid in connection with the Reorganization is 

stated in Item 2 above. Such fees and expenses will be reasonable and customary for transactions 

of this kind and will not be material when measured against PNW's consolidated book value or 

the earning capacity of its assets. See. e.%, Madison G as and El ectric Co., Holding Co. Act 

Release No. 27326 @ec. 28,2000); W S  Re sources Corn ., Holding Co. Act Release No. 27330 

@ec. 28,2000); ' E n  ., Holding Co. Act Release No. 27128 (Feb. 2,2000). 

lower than the existing rating, the bonds will be subject to a mandatory tender on the substitution date, and all the 
bonds will be subject to mandatory repurchase and remarketing on that date. 
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c. Complication of Capital Structure - Section 10@)(3) 

Section 1O(b)(3) of the Act requires the Commission to determine whether the transaction 

will unduly complicate the capital structure of the PNW system, be detrimental to the public I 
interest, the interest of the investors or consumers, or the proper hctioning of the holding- 

company system. No such effect will result from the Reorganization. 

The Reorganization will not involve the creation of any ownership interests other than 
- .* 

those necessary to maintain the basic corporate relationships of the reorganized holding-company 

system. PNW will continue to be the only issuer of publicly owned equity securities in the 

system. PNW will continue to own all of the outstanding common stock of PWE, APS, and 

PNW's existing non-utility subsidiaries; there will be no minority equity interest in any of 

.e: 

P W s  public-utility subsidiaries. As noted above, certain pollution control bonds issued by 

APS will be assumed by PWE, but this will in no way complicate the capital structure of PNW, ~ 

APS, or PWE. This type of capital structure is typical of a contemporary holding company 

system and is within the traditional standards of the Act. 

Moreover, the Reorganization is a significant step toward the ultimate goal of creating 

separate entities to perform P W s  transmissioddistribution business and its generation business 

.C. I ' :  

in compliance with the ACC's Competition Rules and the Settlement. Consequently, because 

the Reorganization does not complicate the capital structure of PNW, APS, or PWE, the 

standards of Section 10(b)(3) of the Act are satisfied. 
I 



2. Section 1O(c) 

The relevant provisions of Section 1O(c) of the Act state that the Coinmission shall not 

approve: 

(1) an acquisition of securities or utility assets, or of any other interest, which is 
unlawful under the provisions of Section 8 or is detrimental to the carrying out of 
the provisions of Section 11; or 

(2) the acquisition of securities or utility assets of a public-utility or holding 
company unless the Commission finds that such acquisition will serve the public 
interest by tending towards the economical and the efficient development of an 
integrated public-utility system . . . . 

APS and PNW respectfully submit that no adverse determination should be made under either of 

these provisions. 

a. Significant Benefits - Section lO(c)(l) 

Section lO(c)(l) prohibits an acquisition of securities which is “unlawful under the 

provisions of Section 8” or “detrimental to the carrying out of the provisions of Section 11 .” By 

their express terms, Sections 8 and 11 apply only to registered holding companies and do not 

apply to exempt holding companies. After the Reorganization, PNW will continue to be exempt 

from all provisions of the Act, except Section 9(a)(2), pursuant to Section 3(a)(l) of the Act since 

PNW and its utility subsidiaries, APS and PWE, will each be predominantly intrastate in 

character, carry on their businesses substantially in Arizona, and be organized in Arizona. 

Accordingly, Section 8 of the Act is inapplicable to the Reorganization. 



For the purposes of the Commission’s review of the proposed reorganization of a holding 

company, the relevant provision of Section 11 is Section 1 l(b)(2), which requires the 

Commission to find that “the corporate structure. . . of any company in the holding-company 

system does not unduly or unnecessarily complicate the structure . . , of such holding-company 

system.” In that connection, the Commission has construed this requirement, “to mean that the 

structural change must result in significant benefits to the holding-company system.” CPSCQ 

h, Holding Co. Act Release No. 25 152,47 SEC Docket at 178 (Sept. 18,1990); accord Central 

m i n e  Power Commnv . et al,, Holding Co. Act Release No. 26903 (Aug. 7, 1998); FEC En e r a  

et, Holding Co. Act Release No. 26874 (May 15,1998); & -, Holding Co. Act 

Release No. 26834 (March 4, 1998). 

As discussed above in Section D of Item 1, the corporate structure resulting fiom the 

Reorganization will yield significant benefits. Most importantly, the Reorganization and 
I 

subsequent movement of APS’ nuclear generating facilities to PWE will enable APS to 

implement the requirements of ACC Competition Rules and Settlement. In particular, as the 

ACC noted in its order on the Settlement, the Settlement provides for competitive retail access in 

APS’ service territory, establishes rate reductions for all APS customers, sets a mechanism for 

stranded cost recovery, and is in the public interest.** In addition, segregation of the separate 

utility functions into separate corporations dedicated solely to those functions will: (1) enable 

the executives, officers, and managers of APS and PWE to concentrate on the delivery of cost 

efficient and effective utility services responsive to the needs of customers; (2) allow PNWs 

subsidiaries and affiliates to be more competitive in their businesses; (3) segregate the financial 

21 &g Exhibit D-5. 
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and legal risks associated with those businesses; (4) ensure that there is no cross-subsidization of 

costs or business risk; and (5) aid the investment community in analyzing and valuing individual 

lines of business. In cases involving corporate reorganizations or the formation of holding 

companies, the Commission has held that the existence of these kinds of potential benefits 

satisfies the statutory standard of Section lO(c)(l). See. ex., Central Main e Power ComDany, 

Holding Co. Act Release No. 26903 (Aug. 7, 1998); Atlan ta Gas L ight Company , Holding Co. 

Act Release No. 26482,61 SEC Docket 1057 (March 5,1996); SIGCORP. In c., Holding Co. Act 

Release No. 26431,60 SEC Docket 90 @ec. 14, 1995); PP&L Resources. Inc., Holding Co. Act 

Release No. 26248,58 SEC Docket 2634 (March 10,1995); CPSCO Inc., Holding Co. Act 

ReleaseNo. 25152,47 SEC Docket 174 (Sept. 18, 1990); Wisconsin Enerp  Corp., Holding Co. 

Act Release No. 24267 (Dec. 18, 1996). 

b. Economics and Efficiencies of an Integrated System - 
Section 10(c)(2) 

Under Section 10(c)(2), the Commission must find that the Reorganization tends towards 

the economical and efficient development of an integrated public utility system. PNW 

respectfully submits that this standard is met in this case. 



Economics and Efficiencies 

number oL zconomies  an^ efficiencies will result from the PNW structure. ,me of 

these benefits are described in Section D of Item 1 and Section A.2.a of Item 3, above. Overall, 

the Reorganization will permit a more efficient way to take advantage of competitive 

opportunities in the electric utility industry. Separating the competitive generation business fiom 

the regulated transmissioddistribution operations will increase the ability of the system to take 

advantage of market opportunities and enable each entity to focus its resources on more clearly 

defined product markets and services. 

(ii) Integrated Public Utility System 

The electric utility system of PNW is presently “integrated” within the meaning of 

Section 2(a)(29) of the Act and will remain so after the Reorganization. 

The standards that must be met for an electric utility system to be integrated within the , 

meaning of Section 2(a)(29) of the Act are: 

(1) the utility assets are to be physically interconnected or capable of physical 
interconnection and under normal conditions may be economically operated as a 
single interconnected and coordinated system; 

(2) the operations of the system are confined to a single area or region, that is not so 
large as to impair the advantages of localized management, efficient operation, 
and the effectiveness of regulation. 

The Commission has previously taken notice of recent developments in the electric 

industry and has interpreted the Act and analyzed proposed transactions in light of these changed 

and changing circumstances. See. e.&, can Electnc Po wer Co,, Holding Co. Act Release 

No. 27186 (Jun. 14,2000) ( “ D P  Order”); New Century Energies. Inc,, Holding Co. Act Release 

No. 26748 (Aug. 1, 1997) (citing Hearing on Regulation of Public Utility Holding Companies 

e Before Subcomm. on Telecommunications and Finance and Subcomm. on Energy and Power of 
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e 
the House of Representatives Comm. on Commerce, 104” Cong., 1” Sess. (Aug 4,1995) 

(testimony of Arthur Levitt, Chairman, SEC)). dm Rust v. Su b, 500 U.S. 173,186-87 

(1991) (“an agency is not required to ‘establish rules of conduct to last forever,”’ “but rather 

must be given ample latitude to ‘adapt [its] rules and policies to the demands of changing 

circumstances.”’) (citations omitted). 

The Settlement and ACC Order introducing retail competition and requiring the 

separation of the regulated transmissioddistribution business from the competitive generation 

and marketing businesses constitute the type of “changing circumstance” which the Commission 

should consider in evaluating the proposed Reorganization. In addition, FERC has recognized 

that in order to foster competitive electric markets, the operation of transmission facilities should 

be functionally unbundled from the generation business and/or transferred to an entirely separate 

corporate entity. The proposed Reorganization is consistent with these goals. 
1 

When the Reorganization is complete, and AF’S has moved its nuclear generating assets 

to PWE, APS will be in compliance with the ACC Order and Settlement. Yet, the 

Reorganization will not affect the physical interconnections or coordinated operations associated 

with PNW’s existing utility system. All of APS’ existing interconnections will remain intact. A 

continuous, geographically compact system, with the same physical interconnections as exist 

today, will be maintained. 

Moreover, although the Reorganization, for the most part, will unbundle the 

transmissioddistribution business from the generation business f?om a financial perspective, the 

Reorganization will not affect coordination from an operational perspective. The generation 

and/or flow of power within the system will continue to be centrally controlled and dispatched as 

need or economy dictates. See, e.%, -Resources, Holding Co. Act Release No. 27330 
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@ e ~ .  28,2000); JJYLUL, Holding Co. Act Release No. 25524 (Apr. 24, 1992). Currently, 

economic dispatch of units is performed by Power Marketing and that responsibility will 

continue to reside with Power Marketing after the Reorganization is complete. Power Marketing 

will ensure that power needed to serve the wires company’s obligations is supplied through a 

combination of resources consisting of PWE-owned generation, APS-owned generation, and 

purchased power. Economic dispatch will be performed on the basis of availability and cost. 

System reliability operations will continue to be performed within the transmission OrganizaLm 

as it always has been. 

The proposed Reorganization involves the relocation of APS’ ownership interest in its 

fossil generating facilities to PWE. This change in ownership is not expected to have a 

significant impact on PNW’s use and enjoyment of the relocated assets. Power Marketing will 

conduct marketing efforts, both as a buyer and seller, for the PEW system. The Commission has 

recently recognized joint marketing efforts as a means to coordinate system operations within the 

t 

meaning of the System dispatchers in Power Marketing will continually monitor the 

generation needs and capacity of the PNW system. Moreover, the generating assets will be 

dedicated to serving APS’ bundled load and provider-of-last-resort obligations, albeit through a 

series of intra-holding company sales (that is, sales from PWE to Power Marketing and then to 

APS), at least through 2002. Beginning in 2003, APS will be required to procure at least 50% of 

its requirements through an open market bidding process. It is likely that PWE generation will 

be bid in to that requirement through PNW. To the extent non-PWE generation is selected to 

supply the APS bundled load and provider-of-last-resort obligations, that generation would be 

*can Electric Power Company. Inc., Holding Co. Act Release No. 27186 (June 14,2000). 13 



included in the purchased power portfolio of APS, and Power Marketing would simply include 

that purchased power in the generation dispatch queue, the same as it does for purchased power 

today. This method of operation will result in lower available energy costs for the APS 

distribution function. 

In addition, PWE and APS will enter into interconnection agreements containing terms 

and conditions governing the interconnection of each of P W ’ s  generators with the A P S  

transmissioddistribution 

operating and metering standards, access to facilities, redispatch, the provision of ancillary 

services, and liability issues. Power Marketing will also enter into transmission service 

agreements with APS under APS’ FERC open access transmission tariff so that Power Marketing 

can receive deliveries fiom PWE and deliver electric energy to APS for service to APS’ retail 

and wholesale native load customers. 

The agreements will include provisions for maintenance, 

Finally, the area of operations of the system will not be affected by the Reorganization 

and will continue to be primarily confined to a single area (u, APS’ existing service temtory in 

Arizona) that is not so large as to impair the advantages of continuing localized management, 

efficient operation, and effective regulation. See CP&L EnergyJnc., Holding Co. Act Release 

No. 27188 (June 15,2000); Central Maine Power Companv. et al., Holding Co. Act Release No. 

26903 (Aug. 7,1998). 

3. Section lO(f )  

Section 1O(f) provides that “[tlhe Commission shall not approve any acquisition. . . 

under this Section unless it appears to the satisfaction of the Commission that such State laws as 

30 



may apply in respect of such acquisition have been complied with, except where the Commission 

finds that compliance with such State laws would be detrimental to the canying out of the 

provisions of Section 11 . . , .77 

The Transfer Transaction is conditioned on fi l l  compliance with the laws of the Arizona. 

The Development Activities do not explicitly raise any questions of State law, other than siting 

and permitting issues; however, PNW hlly complied with all applicable State laws when it 

initially formed PWE. APS is currently and will remain subject to the jurisdiction of the ACC 

with respect to the provision of retail electric service. APS and P W  have received the 

necessary approval from the ACC to proceed with the Transfer Transaction. A copy of this ACC 

approval is filed as Exhibit D-5 hereto. 

For the reasons stated above, the proposed Reorganization meets the standards set forth in 

Sections 9(a)(2) and 10. The Reorganization involves the first step in the segregation of APS' 

existing utility assets and operations along functional lines into two companies - one company 

that is primarily in the wires business and a second in the generation business. The 

Reorganization will not unduly complicate the capital structure of the PNW system; nor will the 

Reorganization be detrimental to the public interest, the interests of investors or consumers, or 

the proper functioning of this system. Also, the Reorganization will yield significant benefits by 

allowing PNW's public-utility subsidiaries to more effectively compete in the electric utility 

industry. Therefore, the Commission should by order approve the Reorganization. 

24 Interconnection agreements already exist for the generating units that are jointly owned or leased by APS; 
therefore, new interconnection agreements will be required only for those facilities that will be owned or leased in 
their entirety by PT'E and for any new generating facilities developed or acquired by PWE. 
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B. PNW Will Continue to Claim a Section 3(a)(l) Exemption After the 
Reorganization. 

Section 3(a)(l) of the Act makes an exemption fiom all of the provisions of the Act, 

except for Section 9(a)(2), available to a holding company, if “such holding company, and every 

subsidiary company thereof which is a public-utility company fiom which such holding company 

derives, directly or indirectly, any material part of its income, are predominately intrastate in 

Character and carry on their business substantially in a single State in which such holding 

company and every such subsidiary company thereof are organized.” After the Reorganization is 

complete, PNW and its two public-utility subsidiaries -- APS and PWE -- will be predominantly 

intrastate in character and will carry on their business substantially in Arizona, the state in which 

they are all 

Section 3(a)(l) of the Act and Rule 2 of the Commission’s regulations, by filing annual 

exemption statements on Form U-3A-2 following the Reorganization. 

;;, 

In this regard, PNW will continue to claim an exemption pursuant to 

25 While APS’ existing power marketing division was moved to PNW, and continues to perform its power 
marketing activities on a nationwide basis, PNW’s utility operations are still predominately intrastate in character 
and conducted primarily in Arizona. As noted above, the Commission Staff has indicated in a series of no-action 
letters that power marketers are not considered “electric utility companies” under Section 2(a)(3) of the Act and, 
therefore, are not “public-utility companies” under Section 2(a)(5) of the Act. See, .G&, Sunoco Power Mark eting, 
J..L.C., SEC No-Action Letter, 1997 SECNo-Act. LEXIS 785 (July 24,1997); E-s .. &, SEC No-Action Letter, 1997 SEC No-Act. LEXIS 287 (Feb. 13,1997). 



ITEM 4 REGULATORY APPROVAL 

The Transfer Transaction requires the approval of the ACC and FERC. APS has received 

an order approving the Transfer Transaction fiom the ACC, a copy of which is attached hereto as 

Exhibit D-5. APS also filed an application for approval of the proposed Transfer Transaction 

with the FERC, a copy of which is attached as Exhibit D-1 . A copy of the final FERC order 

pursuant thereto was filed by amendment on December 8,2000, as Exhibit D-2. Other than such 

I~ enumerated approvals and the approval of the Commission hereunder, no other approvals are 

required for the Transfer Transaction and the movement of APS’ fossil generating assets to 

PWE.26 No approvals, other than the approval of the Commission under Section 9(a)(2) of the 

Act, are necessary in connection with PWE’s Development Activities.” 

” 

generating facilities to PWE. See supra n. 10. 
’’ 
Development Activities. In addition, although PWE’s Development Activities may involve various siting, 
environmental, and other approvals, all of the approvals in connection with PWE’s operation of West Phoenix No. 4 
have already been obtained. 

As noted above, approval from the NRC will be obtained in connection with the relocation of APS’ nuclear 

As noted above, PWE has filed with FERC an application for EWG status in connection with its 
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ITEM 5 PROCEDURE 

PNW respecthlly requests that there be no 30-day waiting period between the issuance of 

the Commission’s order and the date on which it is to become effective. PNW also requests that 

there be no hearing on this application and that the Commission issue its order as soon as 

practicable after the filing hereof. PNW respectfully requests that the Cornmission issue and 

publish the requisite notice under Rule 23 with respect to the filing of this application not later 

than January 22,2001, such notice to specify a date not later than February 22,2001, by which 

comments may be entered and a date not later than May 1,2001, as the date after which an order 

of the Commission granting and permitting this application to become effective may be entered 

by the Commission. A form of Notice is filed herewith as Exhibit H-1. 

Without prejudice to its right to modify the same if a hearing should be ordered on this 

application, PNW hereby makes the following specifications required by paragraph (b) of Item 5 

of Form U-1: 

(1) There should not be a recommended decision by a hearing officer or any other 
responsible officer of the Commission. 

(2) There should not be a 30-day waiting period between issuance of the 
Commission’s order and the date on which the order is to become effective. 

(3) PNW consents to the Division of Investment Management assisting in the 
preparation of the Commission’s decision or order in this matter, unless such 
Division opposes this application. 

ITEM 6 EXHIBITS AND FINANCIAL STATEMENTS 

It is requested that the Commission send copies of all communications to PNW as 

follows: 
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Herbert I. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N. W. 
Washington, D.C. 20036 



A. Exhibits 

Exhibit No. Description of Document 

A- 1 Restated Articles of Incorporation of PNW. 

A-2 Restated Articles of Incorporation of APS. 

A-3 Articles of Incorporation of PWE. 

B-1 Form of Term Sheet. 

D- 1 Application of APS, PNW and PWE to FERC 

for Authorization to Transfer Jurisdictional 

Facilities. 

D-2 Order of FERC. 

D-3 Retail Electric Competition Rules. 

.. . 

Method of Filing 

Incorporated by reference; File 

NO. 1-8962, PNW FOIZI. 10-K 

for the year ended December 

31, 1999. 

Incorporated by reference; File 

NO. 1-4473, A P S  FOIZI. 8-K 

(Sept. 23, 1993). 

Filed herewith. 

Filed herewith. 

Filed herewith. 

Filed by amendment on 

December 8,2000. 

Incorporated by reference; file 

No. 1-4473, filed as Exhibit 

10.2 to U S ’  Sept. 30, 1999 
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D-4 

D-5 

D-6 

D-7 

E- 1 

F- 1 

F-2 

G- 1 

Comprehensive Settlement Agreement Related 

to the Implementation of Retail Electric 

Competition, filed with the Arizona Corporation 

Commission. 

ACC Approval of the Settlement Agreement. 

Amended Settlement Agreement. 

ACC Order dated February 8,2001 granting 

waiver for solar resources, and environmentally 

friendly renewable electricity technologies. 

Map showing location of the generating facilities 

of APS that are being moved to PWE along with 

their related transmission facilities. 

Signed initial opinion of counsel. 

Past-tense opinion of counsel. 

PNW, Form U-3A-2, "Statement by Holding 

Company Claiming Exemption under Rule U-2 

fiom the Provisions of the Public Utility Holding 

Company Act of 1935." 
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Form IO-Q Report. 

Filed by Amendment on April 

27,2001. 

Filed by Amendment on April 

27,2001. 

Filed herewith. 

Filed by Amendment on April 

27,2001. 

Filed herewith. 

Filed by Amendment on April 

27,2001. 

To be filed by amendment. 

hcorporated by reference; File 

No. 69-306, dated Feb. 29, 

2000. 



H- 1 Form of Notice Filed herewith. 
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B. Financial Statements 

Statement Description of Document Method of FiIing 

No. 

FS- 1 Historical consolidated financial statements of 

PNW 

Incorporated by reference to 

Annual Reports on Form 10-K 

for the years ended 1999,1998 

and 1997 

FS-2 Historical consolidated financial statements of Incorporated by reference to 

APS Annual Reports on Form 10-K 

for the years ended 1999,1998 

and 1997 

Although separate financial statements for PWE have not been included, PWE’s financial 

information is included in the consolidated financial statements of PNW. 

ITEM 7 INFORMATION AS TO ENVIRONMENTAL EFFECTS 

None of the matters that are the subject of this application and declaration involves a 

“major federal action” nor do any of them “significantly affect the quality of the human 

environment” as those terms are used in Section 102(2)(C) of the National Environmental Policy 

Act. The transaction that is the subject of this application will not result in changes in the 

operation of the company that will have an impact on the environment. Neither APS nor PNW 

are aware of any federal agency that has prepared or is preparing an environmental impact 

statement with respect to the transactions that are the subject of this application. 

SIGNATURE 
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Pursuant to the requirements of the Public Utility Holding Company Act of 1935, the 

undersigned company has duly caused this Application to be signed on its behalf by the 

undersigned thereunto duly authorized. 

Date: April22 2001 

Phoenix, Arizona 

PINNACLE WEST CAPITAL CORPORATION 



May 14, 1999 

~ '8 INTRODUCTION 

SETTLEMENT AGREEMENT 

This settlement agreement ("Agreement") is entered into as of May 14, 1999, by 
Arizona Public Service Company ("APS" or the "Company") and the various signatories to 
this Agreement (collectively, the "Parties") for the purpose of establishing terms and 
conditions for the introduction of competition in generation and other competitive services that 
are just, reasonable and in the public interest. 

In Decision No. 59943, dated December 26, 1996, 'the Arizona Corporation 
Commission ("ACC" or the "Commission") established a "framework" for introduction of 
competitive electric services thughmit the t edo iks  of public se&e corpomtions h 
Arizona in the rules adopted in A.A.C. R14-2-1601 ef seq. (collectively, "Electric Competition 
Rules" as they may be amended from time to time). The Electric Competition Rules 
established by that order contemplated future changes to such rules and the possibility of 
waivers or amendments for particular companies under appropriate circumstances. Since their 
initial issuance, the Electric Competition Rules have been amended several times and are 
currently stayed pursuant to Decision No. 61311, dated January 5, 1999. During this time, 
A P S ,  Commission Staff and other interested parties have participated in a number of 
proceedings, workshops, public comment sessions and individual negotiations in order to 
further refine and develop a restructured utility industry in Arizona that will provide 
meaningful customer choice in a manner that is just, reasonable and in the public interest. 

~ , .- 
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This Agreement establishes the agreed upon transition for A P S  to a restructured 
entity and will provide customers with competitive choices for generation and certain other 
retail services. The Parties believe this Agreement wiIl produce benefits for all customers 
through implementing customer choice and providing rate reductions so that the APS service 
territory may benefit from economic growth. The Parties also believe t h i s  Agreement will 
fairly treat A P S  and its shareholders by providing a reasonable opportunity to recover 
prudently incurred investments and costs, including stranded costs and regulatory assets. 

*. 

SpecificaIly, the Parties believe the Agreement is in the public interest for the 
. following reasons. &g, customers will receive substantial rate reductions. Second, 

competition will be promoted through the introduction of retail access faster than would have 
been possible without this Agreement and by the functional separation of APS' power 
production and delivery functions. Third, economic development and the environment will 



benefit through guaranteed rate reductions and the continuation of renewable and energy 
efficiency programs. Fourth, universal service coverage will be maintained through APS' low 
income assistance programs and establishment of "provider of last resort" obligations on A P S  
for customers who do not wish to participate in retail access. m, A P S  will be able to 
recover its regulatory assets and stranded costs as provided for in this Agreement without the 
necessity of a general rate proceeding. &&, substantial litigation and associated costs will be 
avoided by amicably resolving a number of important and contentious issues that have already 
been raised in the courts and before the Commission. Absent approval by the Commission of 
the settlement reflected by this Agreement, A P S  would seek full stranded cost recovery and 
pursue other rate and competitive restructuring provisions different than provided for herein. 
The other Parties would challenge at least portions of APS' requested relief, including the 
recovery of all stranded costs. The resulting regulatory hearings and related court appeals 
would delay the start of competition and drain the resources of all Parties. 

NOW, THEREFORE, A P S  and the Parties agree to the following provisions 
which they believe to be just, reasonable and in the public interest: 

TERMS OF AGREEMENT 

ARTICLE I 
PLEMENTATION OF RETAIL ACCESS 

1.1. The A P S  distribution system shall be open for retail access on July 1, 
1999; provided, however, that such retail access to electric generation and other competitive 
electric services suppliers will be phased in. for customers in APS' service territory in 
accordance with the proposed Electric Competition Rules, as and when such rules become 
effective, with an additional 140 MTiV being made available to eligible non-residential . 
customers. The Parties shall urge the Commission to approve Electric Competition Rules, at 
least on an emergency basis, so that meaningful retail access can begin by July 1, 1999. 
Unless subject to judicial or regulatory restraint, APS shall open its distribution system to 
retail access for all customers on January 1, 2001. 

' 

1.2. APS will make retail access available to residential customers pursuant to 
its December 21, 1998, filing with the Commission. 

1.3. The Parties acknowledge that APS' ability to offer retail access is 
contingent upon numerous conditions and circumstances, a number of which are not within the 
direct control of the Parties. Accordingly, the Parties agree that it may become necessary to 
modify the terms of retail access to account for such factors, and they further agree to address 
such matters in good faith and to cooperate in an effort to propose joint resolutions of any such 
matters. 



1.4. A P S  agrees to the amendment and modification of its Certificate@) of 
Convenience and Necessity to permit retail access consistent with the terms of this Agreement. 
The Commission order adopting this Agreement shall constitute &he necessary Commission 
Order amending and modifying APS’ CC&Ns to permit retail access consistent with the terms 
of this Agreement. 

ARTICLE II - 
2.1. The Company’s unbundled rates and charges attached hereto as Exhibit A 

will be effective as of July 1, 1999. The Company’s presently authorized rates and charges shall 
be deemed its Standard offer (“Standard Offer”) rates for pqases of this Agreement and the 
Electric Competition Rules. Bills for Standard Offer service shall indicate individual unbundled 
service components to the extent required by the Electric Competitign Rules. 

2.2. Future reductions of standard offer tariff rates of 1.5 % for customers 
having loads of less than 3 MW shall be effective as of July 1, 1999, July 1, 2000, July 1, 
2001, July 1, 2002, and July 1, 2003, upon the filing and Commission acceptance of revised 
tariff sheets reflecting such decreases. For customers having loads greater than 3 MW served 
on Rate Schedules E-34 and E-35, Standard Offer tariff rates will be reduced: 1.5%, effective 
July 1 ,  1999; 1.5% effective July 1, 2000; 1.25% effective July 1, 2001; and .75% effective 
July 1, 2002. The 1.5 76 Standard Offer rate reduction to be effective July 1, 1999, includes 
the rate reduction otherwise required by Decision No. 59601. Such decreases shall become 
effective by the filing with and acceptance by the Commission of revised tariff sheets reflecting 
each decrease. 

2.3. Customers greater than 3 MW who choose a direct access supplier must 
give APS one year’s advance notice before being eligible to return to Standard Offer service. 

2.4. 
forth in Exhibit A attached hereto upon the filing and Commission acceptance of revised tariff 
sheets reflecting such decreases. 

Unbundled rates shall be reduced in the amounts and at the dates set 

2.5. This Agreement shall not preclude APS from requesting, or the 
Commission from approving, changes to specific rate schedules or terms and conditions of 
service, or the approval of new rates or terms and conditions of service, that do not 
significantly affect the overall earnings of the Company or materially modify the tariffs or 
increase the rates approved in this Agreement. Nothing contained in this Agreement shall 
preclude APS from filing changes to its tariffs or terms and conditions of service which are not 
inconsistent with its obligations under this Agreement. 

2.6. Notwithstanding the rate reduction provisions stated above, the 
Commission shall, prior to December 31, 2002, approve an adjustment clause or clauses which 
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costs of the following: 

(1) 

will provide full and timely recovery beginning July 1,2004, of the reasonable and prudent 

APS’  “provider of last resort” and Standard Offer obligations for 
service after July 1,2004, which costs shall be recovered only 
from Standard Offer and “provider of last resort” customers; 

(3) 

(4) 

Standard Offer service to customers who have left Standard Offer 
service or a special contract rate for a competitive generation 
supplier but who desire to return to Standard Offer service, which 
costs shall be recovered only Etom Standard Offer and “provider 
of last resort“ customers; 

compliance with the Electric Competition Rules or Commission- 
ordered programs or directives related to the implementation of 
the Electric Competition Rules, as they may be amended from 
time to time, which costs shall be recovered from all customers 
receiving services from APS;  and 

Commission-approved system benefit programs or levels not 
included in Standard Offer rates as of June 30, 1999, which costs 
shall be recovered from all customers receiving services from 
A P S .  

By June 1, 2002, APS shall file an application for an adjustment clause or clauses, together 
with a proposed plan of administration, and supporting testimony. The Commission shall 
thereafter issue a procedural order setting such adjustment clause application for hearing and 
including reasonable provisions for participation by other parties. The Commission order 
approving the adjustment clauses shall aIso estabIish reasonable procedures pursuant to which 
the Commission, Commission Staff and interested parties may review the costs to be 
recovered. By June 30,2003, APS will file its request for the specific adjustment clause 
factors which shall, after hearing and Commission approval, become effective July 1, 2004. 
APS shall be allowed to defer costs covered by this Section 2.6 when incurred for later full 
recovery pursuant to such adjustment clause or clauses, including a reasonable return. 

2.7. By June 30,2003, A P S  shall file a general rate case with prefiled 
testimony and supporting schedules and exhibits; provided, however, that any rate changes 
resulting therefrom shall not. become effective prior to July 1,2004. 

2.8. APS shall not be prevented from seeking a change in unbundled or 
Standard Offer rates prior to July 1,2004, in the event of (a) conditions or circumstances which 
constitute an emergency, such as the inability to finance on reasonable terms, or (b) material 
changes in APS’ cost of service for Commission regulated services resulting from federal, tribal, 
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state or local laws, regulatory requirements, judicial decision, actions or orders. Except for the 
changes otherwise specifically contemplated by this Agreement, unbundled and Standard Offer 
rates shall remain unchanged until at least July 1 , 2004. 

3.1. APS currently recovers regulatory assets through July 1, 2004, pursuant 
to Commission Decision No. 59601 in accordance with the provisions of this Agreement. 

3.2. A P S  has demonstrated that its allowable stranded costs after mitigation 
(which result from the impact of retail access), exclusive of regulatory assets, are at least $533 
million net present value. 

3.3. The Parties agree that APS should not be aliowed to recover 
$183 million net present value of the amounts included above. A P S  shall have a reasonable 
opportunity to recover $350 million net present vaIue through a competitive transition charge 
("CTC") set forth in Exhibit A attached hereto. Such CTC shall remain in effect until 
December 3 1, 2004, at which time it will terminate. If by that date APS has recovered more 
or less than $350 million net present value, as calculated in accordance with Exhibit B attached 
hereto, then the nominal dollars associated with any excess recoverylunder recovery shall be 
credited/debited against the costs subject to recovery under the adjustment clause set forth in 
Section 2.6(3). 

3.4. The regulatory assets to be recovered under this Agreement, after giving ' 

effect to the adjustments set forth in Section 3.3, shall be amortized in accordance with 
Schedule C of Exhibit A attached hereto. 

3.5. Neither the Parties nor the Commission shall take any action that would 
diminish the recovery of APS' stranded costs or regulatory assets provided for herein. The 
Company's willingness to enter into this Agreement is based upon the Commission's 
irrevocable promise to permit recovery of the Company's regulatory assets and stranded costs 
as provided herein. Such promise by the Commission shall survive the expiration of the 
Agreement and shall be specifically enforceable against this and any future Commission. 

ARTICLE IV 
CORPORATE STRUCTURE 

4.1. The Commission will approve the formation of an affiliate or affiliates of 
APS to acquire at book value the competitive services assets as currently required by the 
Electric Competition Rules. In order to facilitate the separation of such assets efficiently and 
at the lowest possible cost, the Commission shall grant APS a two-year extension of time until 
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December 3 1, 2002, to accomplish such separation. A similar two-year extension shall be 
authorized for compliance with A.A.C. R14-2-1606@). 

4.2. Approval of this Agreement by the Commission shall be deemed to 
constitute all requisite Commission approvals for (1) the creation by APS or its parent of new 
corporate affrliates to provide competitive services including, but not limited to, generation 
sales and power marketing, and the transfer thereto of APS' generation assets and competitive 
services, and (2) the full and timely recovery through the adjustment clause referred to in 
Section 2.6 above for all of the reasonable and prudent costs so incurred in separating 
competitive generation assets and competitive services as required by proposed A.A.C. R14-2- 
1615, exclusive of the costs of transferring the APS power marketing function to an affiliate. 
The assets and services to be transferred shall include the items set forth on Exhibit C attached 
hereto. Such transfers may require various regulatory and third party approvals, consents or 
waivers from entities not subject to APS' control, including the FERC and the NRC. No Party 
to this Agreement (including the Commission) will oppose, or support opposition to, APS 
requests to obtain such approvals, consents or waivers. 

4.3. Pursuant to A.R.S. 0 40-202(L), the Commission's approval of this 
Agreement shall exempt any competitive service provided by APS or its affiliates from the 
application of various provisions of A.R.S. Title 40, including A.R.S. $3 40-203, 40-204(A), 
40-204(B), 40-248, 40-250, 40-251, 40-285, 40-301, 40-302,40-303, 40-321,40-322,40-331, 
40-332, 40-334, 40-365, 40-366, 40-367 and 40-401. 

4.4. APS' subsidiaries and affiliates (including A P S '  parent) may take 
advantage of competitive business opportunities in both energy and non-energy related 
businesses by establishing such unregulated affiliates as they deem appropriate, which will be 
free to operate in such places as they may determine. The A P S  affiliate or affiliates acquiring 
APS' generating assets may be a participant in the energy supply market within and outside of 
Arizona, Approval of this Agreement by the Commission shall be deemed to include the 
following specific determinations required under Sections 32(c) and (k)(2) of the Public Utility 
Holding Company Act of 1935: 

APS or an affiliate is authorized to establish a subsidiary company, which will 
seek exempt wholesale generator ("EWG") status from the Federal Energy 
Regulatory Commission, for the purposes of acquiring and owning Generation 
Assets. 

*; 

The Commission has determined that allowing the Generation Assets to become 
"eligible facilities," within the meaning of Section 32 of the Public Utility 
Holding Company Act ("PUHCA"), and owned by an A P S  EWG affiliate 
(1) will benefit consumers, (2) is in the public interest, and (3) does not violate 
Arizona law: 
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The Commission has sufficient regulatory authority, resources and access to the 
books and records of A P S  and any relevant associate, affiliate, or subsidiary 
company to exercise its duties under Section 32(k) of PUHCA. 

A P S  will purchase any electric energy from its EWG affiliate at market based 
rates. This Commission has determined that (1) the proposed transaction will 
benefit consumers and does not violate Arizona law; (2) the proposed 
transaction wiIl not provide APS’ EWG affiliate an unfair competitive advantage 
by virtue of its affiliation with A P S ;  (3) the proposed transaction is in the public 
interest. 

The A P S  affiliate or affiliates acquiring APS’ generating assets will be subject to regulation by 
the Commission, to the extent otherwise permitted by law, to no greater manner or extent than 
that manner and extent of Commission regulation imposed upon oiher owners or operators of 
generating facilities. 

‘ 

. .  . 
. .  . 

4.5. The Commission’s approval of this Agreement will constitute certain 
waivers to APS and its affifiates (including its parent) of the Commission’s existing affiliate 
interest rules (A.A.C. R14-2-801, et seq.), and the rescission of all or portions of certain prior 
Commission decisions, all as set forth on Exhibit D attached hereto. 

4.6. The Parties reserve their rights under Sections 205 and 206 of the 
Federal Power Act with respect to the rates of any APS affiliate formed under the provisions of 
this Article IV. 

ARTICLE V 
WITHDM WAL 0 F LITIGATION 

5.1. Upon receipt of a final order of the Commission approving this 
Agreement that is no longer subject to judicial review, APS and the Parties shall withdraw with 
prejudice a11 of their various court appeals of the Commission’s competition orders. 

ARTICLE VI 
APPROVAL BY THE COMMISSION 

6.1. This Agreement shall not become effective until the issuance of a final 
Commission order approving this Agreement without modification on or before August 1, 
1999. In the event that the Commission fails to approve this Agreement without modification 
according to its terms on or before August 1, 1999, any Party to this Agreement may withdraw 
from this Agreement and shall thereafter not be bound by its provisions; provided, however, 
that if APS withdraws from this Agreement, the Agreement shall be null and void and of no 
further force and effect. In any event, the rate reduction provisions of this Agreement shall not 
take effect until this Agreement is approved. Parties so withdrawing shall be free to pursue 

7 



, their respective positions without prejudice. Approval of this Agreement by the Commission 
shall make the Commission a Party to this Agreement and fully bound by its provisions. 

6.2. The Parties agree that they shall make all reasonable and good faith 
efforts necessary to (1) obtain final approval of this Agreement by the Commission, and (2) 
ensure full implementation and enforcement of all the terms and conditions set forth in this 
Agreement. Neither the Parties nor the Commission shall take or propose any action which 
would be inconsistent with the provisions of this Agreement. All Parties shall actively defend 
this Agreement in the event of any challenge to its validity or implementation. 

ARTICLE VII 
n 

7.1. To the extent any provision of this Agreement is inconsistent with any 
existing or future Commission order, rule or regulation or is inconsistent with the Electric 
Competition Rules as now existing or as may be amended in the future, the provisions of this 
Agreement shall control and the approval of this Agreement by the Commission shall be 
deemed to constitute a Commission-approved variation or exemption to any conflicting 
provision of the Electric Competition Rules. 

7.2. The provisions of this Agreement shall be implemented and enforceable 
. . i. ‘ ’ . notwithstanding the pendency of a legal challenge to the Commission’s approval of this 
i~?; . .-“: .:’ Agreement, unless such implementation and enforcement is stayed or enjoined by a court f .  

having jurisdiction over the matter. If any portion of the Commission order approving this 
Agreement or any provision of this Agreement is declared by a court to be invalid or unlawful 
in any respect, then (1) APS shall have no further obligations or liability under this 
Agreement, including, but not limited to, any obligation to implement any future rate 
reductions under Article LI not then in effect, and (2) the modifications to APS‘ certificates of 
convenience and necessity referred to in Section 1.4 shall be automatically revoked, in which 
event APS shall use its best efforts to continue to provide noncompetitive services (as defined 
in the proposed Electric Competition Rules) at then current rates with respect to customer 
contracts then in effect for competitive generation (for the remainder of their term) to the 
extent not prohibited by law and subject to applicable regulatory requirements. 

7.3. The terms and provisions of this Agreement apply solely to and are 
binding only in the context of the purposes and results of this Agreement and none of the: 
positions taken herein by any Party may be referred to, cited or relied upon by any other Party 
in any fashion as precedent or. otherwise in any other proceeding before this Commission or  
any other regulatory agency or before any court of law for any purpose except in furtherance 
of the purposes and results of this Agreement. 

claims regarding the prospective just and reasonable rate levels, and the terms and conditions 
7.4. This Agreement represents an attempt to compromise and settle disputed 



of competitive retail access, for APS in a manner consistent with the public interest and 
applicable legal requirements. Nothing contained in this Agreement is an admission by A P S  
that its current rate levels or rate design are unjust or unreasonable. 

7.5. As part of this Agreement, APS commits that it will continue the A P S  
Community Action Partnership (which includes weatherization, facility repair and replacement, 
bill assistance, health and safety programs and energy education) in an annual amount of at 
least $500,000 through July 1, 2004. AdditionalIy, the Company will, subject to Commission 
approval, continue low income rates E-3 and E4 under their current terms and conditions. 

7.6. A P S  shall actively support the Arizona Independent Scheduling 
Administrator (“AISA”) and the formation of the Desert Star Independent System Operator. 
A P S  agrees to modify its OATT to be consistent with any FERC approved AISA protocols. 
The Parties reserve their rights with respect to any AISA protocols, including the right to 
challenge or seek modifications to, or waivers from, such protocols. APS shall file changes to 
its existing OATT consistent with this section within ten (10) days of Commission approval of 
this Agreement pursuant to Section 6.1. 

7.7. Within thirty (30) days of Commission approval of this Agreement 
pursuant to Section 6.1, APS shall serve on the Parties an Interim Code of Conduct to address 
inter-affiliate relationships involving APS as a utility distribution company. A P S  shall 
voluntarily comply with this Interim Code of Conduct until the Commission approves a code of 
conduct for A P S  in accordance with the Electric Competition Rules that is concurrently 
effective with codes of conduct for all other Affected Utilities (as defined in the Electric 
Competition Rules). A P S  shall meet and confer with the Parties prior to serving its Interim 
Code of Conduct. 

7.8. In the event of any disagreement over the interpretation of this 
Agreement or the implementation of any of the provisions of this Agreement, the Parties shall 
promptly convene a conference and in good faith shall attempt to resolve such disagreement. 

7.9. The obligations under this Agreement that apply for a specific term set 
forth herein shall expire automatically in accordance with the term specified and shail require 
no further action for their expiration. 

7.10. The Parties agree and recommend that the Commission schedule pu5lic 
meetings and hearings for consideration of this Agreement. The filing of this Agreement with 
the.Commission shall be deemed to be the filing of a formal request for the expeditious 
issuance of a procedural schedule that establishes such formal hearings and public meetings as 
may be necessary for the Commission to approve this Agreement in accordance with 
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Section 6.1 and that afford interested parties adequate opportunity to comment and be heard on 
the terms of this Agreement consistent with applicable legal requirements, 

DATED at Phoenix, A r i z o ~ ,  as of this 14th day of May, 1999. 

ZONANS FOR ET.ECTFUC CHOICE 
AND C O M P E T I T I d a  coaIition of 
companies and associations in support of 
competition that includes Cable Systems 
International, BHP Copper, Motorola, 
Chemical Lime. Intel, m, Honeywell, 
Allied Signal, Cyprus Climax Metals, Asarco, 
Phelps Dodge, w, Homebuilders of 
Central Arizona, Arizona Mining Industry 
Gets Our Support, Arizona Food Marketing 
Alliance, Arizona Association of Industries, 
Arizona Multi-housing Association, Arizona 
Rock Products Association, Arizona Restaurant 
Association, 

"a 

BY 

Title 

and Arizona Retailers Association. %* 

BY 



Exhibit A 
s m t w  
DA-R1 

ELECTRIC DELIVERY RATES 

,UUZOS.4 PLQLIC SERVICE COMPANY 
P h d r  .-t&ocu 
Filed b y  Alan R o p p  
Tie: Dhc-r .  Pricing a d  Regulvion 

AC.C. No. X O Z  

Original T a d  
Effenive: ?Ca ;‘cc 1999 

Schcdulc No. DA-RI 

DIRECT ACCESS 
~EStDENTlAL SERVICE 

Riis rate schedule is available in all certitieated r m i l  delivay service tcnitory y ~ e d  by Company and where fa.cili(ia of adequate capacity and the 
wired pbrce md suicsblc voltage .we djacmt to the p r a n k  wed. 

7hir me schedule is applicable to customem receiving e l d c  energy on a diked a c ~ ~ l l  b u h  h m  any mfificarcd E l d c  S&cc Rovida (ESP) 
as in .SAC. Rl4-2.1603. This rate schedule k appliuble onlyto e i c d c  delivery nquCed for residential purposes in individual private dwelling, and 
in indi\iWly m e 4  a p ~ e n t r  when such service is supplied ill one point of delivny and mcvurcd through one meter. For lhorc dwelling and rpPrtmcnb 
where e l d c  m i c e  h u  hiFtoric3lly been maswed h u g h  two meters. whcn one of the met- was ktalI.ed punuant to a waccr heating or space huling r;uc 
shcdule no longer in cffm the electric rmn’ce measured by such mcfm shall be combined for billing purpasa 

Tois rate schedule shall become c€€cctivc as dctincd in Cmpany’r Tmnr and Conditions for Direct r\cccss (Schedule #IO.) 

Sm’ce shall be single p h w ,  60 H- at one standard voltage (1201250 or 120/208 as may bc rlrrtcd by cuctorna mbj- to availability at rhe 
cu~mcrs pm-ke). Three phyc  service u fumkhal under L e  Company‘s Conditioru GavCming F...mrionr of Electric Distribution Lina and Services 
(S&&le 53). TrYrsformdon equipment is,includcd in c ~ s l  of extension Three phsre s d c e  is required for motors of M individual rated capacity 0f7-ln 
HPmmcm 

i -  
AI1 .amomm shll  comply wirh the terms Jnd conditions Tor load profiling or hourly metering specified in Schedule $10. I .  

h;-.‘‘- 

---> 3103THLY BILL 
i.249 :. . P 

The monthly bill shall be h e  greater o f  the m o u n t  computed undcr A or B. below, including the applicable Adjustmm?s. 

h1ay - October Billing Cycles (Summer): 

Swernber - April Billing Cycles (Winler): 

E y i c  Competitive 
Delivery Systcm Transition 

(CONTINUED ON REVERSE SIDE) 



AC.C. No. DA-Rl 

Page 2 012 

1. When Metering, Meter Reading or Consolidated Billing arc provided by Qc Customer's ESP, the monlhly bill dl be crrdited u 
follows: 

M e  S1.30 permonth 
Melcr Reading 50.30 per month 
Billing 50.30 per month 

2. 

. 
The monthly bill is also subjsct IO Ihe applicable pmp0160~k pas o f  any UXCS. or govenuncncrl imposirionr which arc or may in 
h e  future be assessed on the baru o f p u  revenues o f  the Company a d o r  the price or revenue from the cleClrk w w h e  cold and/or 
Qe volume o f  energy delivered or purehued for sale endlor sold hereunder. 

SERVICES ACOUTRED FROM CERTIF(CZ;TZD ELECTRIC SERVICE PROVrDERS 

&om an ESP. The Compvly Will provide and bill iu d i o n  a d  ancilluy ~ S C S  MI W a  oppmved by the Fedenl En- Regulrtocy Commission Lo 
the Scheduling Coordinator who pmvida u;uumiuion smricc to the Customer's ESP. The Customer's ESP m u  submit J D M  
pumant to h e  tam and conditions in Schedule $10. 

C u s t o m  scrvcd unQ this ratc schedule arc roponriblc for acquiring khet own generation and any other required com@tively supplied KNices 
Service Rquest 

L* 
*,, 

9 N S n Z  GENERATION TERMS AVD CONDITIONS 

C w m c n  s e e d  under this ta& schedule who h v e  on-siu generation c o n n e d  to h e  Compmy'r electrical delivery g i d  shall enter d o  M 

Agcemcnt for tnteKonnection with the Company which shall establish dl pmhent details related to intcrconncaion and other required d c c  standards. The 
Customer dos notbave (he oplion Lo $11 power and acrgy lo the Company under this 

nRh4S AND CONDmONS 

iflo. These schedules have provisions th;u my aEea customer's monthly bill. 
This rate schedule is subject to the Compan)rr Terms and Conditiotu for SImdfird Offer and Duca Access Services (Schedule # I )  and Schedule 



ELECTIUC DELIWRY WTES 

a O N A  PUBLIC SERXICE COMPANY 
Phoenix Arkom 
Filedby: CUrnRupper 
Titic: Director, Ricin3 urd Regulation 

DIRECT ACCESS 
GENERAL SERVICE 

Exhibit A 
5/10/99 

DA-GS I 

APPLICATION 

This raU schedule k applicable to M o m m  receiving clccUic magy on a dLed access bus &om any c d k a t e d  Elcdric Savica Provider (ESP) 
as defmd in AAC. R14-2-1603. This mte schedule L rppl id lc  to d1 c l d c  service w i r e d  when such h c e  k supplied ;II one poht of delivery and 
mcvurcd throuc one mew. For those CUMmm wbose electricity is delivered Uyough more Uun one m m .  savice for uch mc(cr dull be computed 
sepamuly under this ntr unless ccnditionr in meordunce with the Company's Schedule #4 flobliircd M&g of hrlultiplc Sm'ce EnvMce Seaitnu At a 
Single Prank Tor SIyrdvd OEe and D i  k c a s  Service) arc mu. For those d c c  localions where elmsic service has hirtoriully been m e w e d  through 
w m*m, when one of rhc m * m  was inwlled punuant to a water heating ntc rdicdulc no longer in cffecf l e  cl&c service m e v u d  by such meters shall 
be combined for billing p u w .  

This rate schechlc shall become effdve as defined in C o m p y ' s  Tmr~ and Conditionr for Direct &ccs (Schedule 110). 

This mLe rchcdulc 

. 

not rpplicabla to rsidcntial Pavice. reule s ~ e c  or direct mess service which qualities for Rate Schedule DA-GSIO. 

N P E  OF SERVICE 

Sm'ce hal l  be single or three phase. 60 H a  at one styldvd voltage may be zelcckd by E1L(tomef rubjccf to availabiijty at the customds 
premise. Thrcc phase mice is furnished u n k  the Companlfs Conditio= Govcming Extcnsiom oPElcclric Didbution L i n e  and Sewices (Schedule 83). 

' Tmfwmatiotion quipmmt is included in cost of extension Three phasesewice is not furnished fur m o m  of an individual rated capaciq of less than 7-1/2 HP, 
.. except for e.Uining f%<litk or uh-e mal rggrcg~tc HP ofdl connected b e e  p h e  motors exceed 12 HP. k e  phase rervicc is required for moton of an 

. . a '  

.*+; ;- 
i A*!=:.-. 
-.A= +-,+' .a .\ individual med capd+'of more than 7-IR HP. 

blETEnTZING REO LlREhIE?sTS 

All customers shall comply whh l c  t m  and conditions for load profiiing or hourly mt&g speEified in the Company's Schedule #lo. 

btO;u7HLY BILL 

The monthly bill shall be h e  grc&r of h e  amount computed under A or 8. below, including the applicable Adjummlr. 

A RATE 

June - Oc~ober Billing Cycles (Summa): 



DAGSI 
AC.C. No. 

PPgC 2 O f 3  

A RATE (continued) 

Nowmba - May Billing Cycles (Wiiter): 

~ 

1. 
2. 
3. 

For customen rmcd rr primary voltJge (12.5kV to below 69kV). the Dutrkt ion charge will be discounted by 11.6Ya 
Far customm served at d i o n  voltage (69kV 01 higher). the Dinrbuticn charge will be dioun(cd 52.6% 
hmant to AAC. R14-2-1612.K11. the C o m p q  shall r a i n  ownmhip ofCumot T d o m m  (CT's) 
and Potmtirl Tnnrformrn @"I) for those sculomrn I.zking KNicr at voltage levels of more than 25kV. 
For cu~(omm wi~ose metering m i c a  are provided by an ESP, a monthly facilities charge will be billed, in 
addition to all other applicable charges show Ibcvc. as detennined in the s d f e  convact based upon h e  
Company's cost of CT urd PT o d p ,  maintcnrnce and 

PETERMIXATION OF KW 

The k W  used for billing pup- r h l l  be &e avenge k W  supplied during the IS-minutr p&d of m3xlnum use 
during the month, as dscmnined bom redigs of the delivery meter. 

.c 

8. hiINIbKh1 

SIZ.50 plus S1.74 for each kW in excas of five of cirhcr the high& kW established during the If months ending with the currcILL month 
or the minimum k W  specired in Ihe r g m e n t  for w c v i n  whichever is the grea~er. 

ADJUSTMEF~~S 

I .  When Metcrinp. M e ~ e r  Reading or Consolidaled Billing are provided by h c  Customer's ESP, h e  rnonlhly bill will be credited as 
follows: 

Lieccr S.00 p month 
Meter Reading S0.30 per month 
Billing 50.30 per monlh 

2. The monthly bill is also subject to the applicable proportionate part of m y  UXCS, or govemmenlal impositions which am or may in  
the future be assessed on the bask of gross revenues of (he Company rndlor the price or revenue fmm h e  electric scwice sold andlor 
the volume of energy delivered or purchased for sale andlor sold hereunder. 

SERVICES ACOLfIRED FROM CERTIFKATED ELECTRIC SERLICE PROVIDERS 

Customerr served under this rate schedule we rcsponrible for acquiring their own gcneratiun and an). other required competitively supplied scrvica 
from an ESP or under the Company's Open Access Tmwnision T d .  The Company wjll provide md bill iu !nnsmirtion and mcilluy strvica on rates 
approved by the Federal Energ Regulrrory Commission to he Scheduling Coordinator who provide W w k i o n  service to the Customer's ESP. The 
Cunomcr's ESP must submit P Direct .&xes Service R q u d  pursuant to the tixms and conditions in Schedule 10. 

(COSTINL'ED ON PAGE 3) 

H:\!rda\fenlemam 1999\TYiff\DX.GS I (CTC and Ri adj).doc 
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